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PRELIMINARY  EVALUATION  OF 


MAJOR  SALES  TAX  REFORM  OPPORTUNITIES 


COMMONWEALTH  OF  PENNSYLVANIA 


This  report  represents  the  results  of  a preliminary  evaluation  and 
"diagnosis"  of  Pennsylvania's  sales  tax.  The  intent  of  the  report  is  to  raise  a 
number  of  sales  tax  reform  issues  for  the  consideration  of  officials  of  the 
Commonwealth  of  Pennsylvania  and  the  members  of  the  Governor's  Tax  Reform 
Committee,  and  to  stimulate  fruitful  discussion  of  sales  tax  reform  with  a view  to 
focusing  further  analytic  effort  in  the  sales  tax  area  on  specific  tax  reform  options 
deemed  both  feasible  and  desirable  in  the  Commonwealth.  The  report  is  not 
intended  to  suggest,  in  a comprehensive  fashion,  the  specific  ways  in  wLich 
Pennsylvania's  sales  tax  can  be  reformed. 

The  report  contains  two  chapters.  In  the  first  chapter,  Pennsylvania's 
current  sales  tax  is  compared  to  sales  taxes  in  other  states  - to  formulate  some 
standards  for  discussing  sales  tax  reform  issues.  Then  the  current  State  sales 
tax  is  evaluated  in  terms  of  seven  specific  tax  evaluation  criteria:  (1)  incidence 
or  vertical  equity;  (2)  horizontal  equity:  (3)  elasticity;  (4)  neutrality;  (5)  impact  on 
economic  growth;  (6)  administration;  and  (7)  compliance.  These  analyses  suggest 
that: 

y Changes  to  Pennsylvania's  current  sales  tax  should  focus  on  reform 
and  not  on  the  need  to  raise  more  (or  less)  sales  tax  revenue, 
y Reform  of  Pennsylvania's  sales  tax  could  usefully  focus  on  lowering 


the  State’s  sales  tax  rate  while,  at  the  same  time,  offsetting  some 


2 


or  all  of  the  revenue  loss  from  the  lower  rate  by  broadening  the 
State's  sales  tax  base. 

y Incidence  of  Pennsylvania's  current  sales  tax  is  mildly  regressive 
and  somewhat  inequitable.  Any  effort  to  reform  the  tax  should  con- 
centrate - at  least  in  part  - on  eliminating  these  problems. 

The  second  chapter  of  the  report  presents  an  evaluation  of  a number  of 
specific  sales  tax  reform  options  designed  to  correct  problems  in  the  State's  cur- 
rent sales  tax.  The  specific  options  evaluated  include:  (1)  selective  changes  to 
the  sales  tax  base;  (2)  a significant  broadening  of  the  sales  tax  base;  and  (3)  in- 
stituting a system  of  credits  - administered  in  any  of  several  available  methods, 
such  as  through  the  State's  personal  income  tax  - designed  to  correct  some  of  the 
inequities  in  the  current  tax.  The  specific  options  discussed  in  the  second  chapter 
are  illustrations  of  possible  sales  tax  reforms;  they  do  not  represent,  by  any 
means,  an  exhaustive  list  of  possible  sales  tax  reform  options. 

In  addition,  there  are  two  appendixes  to  the  report;  (A)  detailed  description 
of  the  methodology  used  in  the  analysis;  and  (B)  detailed  results  of  incidence  cal- 
culations. These  appendixes  are  included  to  ensure  that  future  analysis  of  sales 
tax  reform  in  Pennsylvania  can  build  on  and  benefit  from  the  work  done  to  date. 

Because  of  the  necessarily  limited  scope  of  McKinsey's  initial  work  on  tax 
reform  for  the  Commonwealth  and  the  preliminary  nature  of  this  report  (as  well 
as  the  division  of  concerns  in  the  Governor's  Tax  Reform  Committee  among  its 
various  subcommittees),  the  report  does  not  address,  in  detail,  two  areas  of 
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possible  reform  warranting  considerable  attention  in  the  coming  months, 
specifically: 

1.  The  nature  of  the  sales  tax  as  applied  to  business  purchases 

2.  The  administration  of  Pennsylvania's  sales  tax  (and,  in  particular, 
the  opportunity  for  improved  "use"  tax  collection  through  regional  - 
multistate  - cooperation). 

These  omissions  are  not  meant,  in  any  way,  to  downgrade  the  importance  of  these 
two  areas  of  possible  tax  reform.  Rather,  in  allocating  our  time  on  the  project, 
we  chose  to  focus  our  attention  on  the  most  highly  leveraged  sales  tax  reform 
areas  - specifically,  the  tax  on  consumer  expenditures.  Further  work  on  sales 
tax  reform  must  extend  to  these  two  other  important  areas  of  possible  reform. 

For  work  on  sales  tax  reform  to  continue,  a number  of  decisions  have  to 
be  made  about  the  likely  and  desirable  direction  of  reform  in  the  sales  tax  area. 
Some  of  the  key  questions  to  be  answered  are: 

Should  the  sales  tax  base  be  broadened  and  the  rate  reduced?  The 
comparative  analyses  discussed  in  Chapter  1 point  to  the  possibility 
of  undertaking  such  a reform.  Also,  a number  of  qualitative  argu- 
ments in  favor  of  such  a reform  action  are  presented,  specifically, 
a lower  State  sales  tax  rate  might: 

- Lessen  the  possible  adverse  impact  of  the  sales  tax 


on  the  State's  economy 


- Allow  more  flexibility  in  financing  local  government 
services  (by  making  it  possible  for  localities  to  im- 
pose local  "add-on"  sales  taxes). 

In  addition,  there  appear  to  be  many  opportunities  for  achieving  the 
objective  of  a lower  sales  tax  rate  with  no  significant  loss  in  State 
tax  revenue  (as  discussed  in  Chapter  2). 

If  the  sales  tax  base  is  to  be  broadened,  should  changes  be  made 

selectively  or  across  the  board?  As  outlined  in  Chapter  2,  there  are 
essentially  two  ways  to  go  about  the  process  of  broadening  the  sales 
tax  base: 

- Selectively  choosing  items  for  inclusion  in  the  tax 
base  on  the  basis  of  a detailed  analysis  of  the  economic 
impact  of  taxing  the  particular  item  considered 

- Across-the-board  expansion  of  the  tax  base  - 
independent  of  the  advantages  or  disadvantages  of 
taxing  specific  items  added. 

The  choice  for  policymakers  is  one  of  deciding  whether  the  objective 
of  lowering  the  sales  tax  rate  is  important  enough  to  justify  adding 
items  to  the  tax  base  even  when  the  specific  addition  may  itself  be 
undesirable  (e.  g.  , food). 

^ If  the  sales  tax  base  is  to  be  broadened,  what  specific  items  should  be 


evaluated  for  inclusion  in  the  tax?  The  methodology  and  analysis 
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illustrated  in  Chapter  Z can  be  used  to  evaluate  other  items  of  con- 
sumption. However,  the  list  of  possible  items  for  inclusion  in  the 
sales  tax  is  virtually  limitless.  Some  agreement  needs  to  be  reached 
on  which  specific  items  should  be  considered  for  sales  taxation 
before  further  analysis  is  undertaken, 
y Should  Pennsylvania  consider  adopting  sales  tax  credits  ? 

Pennsylvania's  current  sales  tax  is  mildly  regressive.  The  likely 
effect  of  broadening  the  sales  tax  base  would  be  to  increase  this 
pattern  of  regres si vity . Credit  options  can  be  designed  to  serve 
any  number  of  different  objectives  and  to  take  a number  of  different 
forms.  Before  further  analysis  is  done,  agreement  should  be  reached 
on  whether  any  credit  approach  makes  sense,  and  specifically  what 
types  of  credits  should  be  considered. 

In  addition  to  the  types  of  sales  tax  reform  discussed  in  this  report,  further 
analysis  should  be  devoted  to  some  of  the  areas  not  discussed  in  the  report.  For 
example,  the  possible  counterproductive  lack  of  neutrality  and  equity  in  the  cur- 
rent sales  tax  applied  to  business  purchases  should  be  assessed.  Tax  reform 
options  designed  to  correct  the  specific  problems  identified  need  to  be  formulated 
and  evaluated.  In  addition,  other  options,  especially  options  designed  to  improve 
the  administration  of  the  tax  - such  as  a regional  approach  to  use  tax  collection 
designed  to  close  the  loophole  now  available  to  border  residents  of  this  State  - 
need  to  be  evaluated.  This  report  represents  only  a first  step  toward  compre- 
hensive sales  tax  reform  in  Pennsylvania. 
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1 - IDENTIFYING  SALES  TAX  REFORM  ISSUES 

Since  it  was  imposed  by  the  Consumer  Sales  Tax  Law  of  1953,  the  sales  tax 
has  played  an  important  role  in  Pennsylvania's  fiscal  structure.  In  197Z,  the 
sales  tax  is  estimated  to  provide  28.  2 percent  of  total  State  tax  revenue.  Before 
the  imposition  of  the  State  personal  income  tax  in  1971,  the  sales  tax  played  an 
even  more  important  role  as  a source  of  funds  for  State  government  activities: 
During  the  1960s,  the  sales  tax  provided  over  40  percent  of  State  tax  revenue  - 
the  largest  single  source  of  tax  revenue  for  the  Commonwealth.  However,  at  its 
current  level,  Pennsylvania's  sales  tax  provides  approximately  the  same  propor- 
tion of  total  State  tax  revenue  as  sales  taxes  in  other  states  of  the  United  States. 
Therefore,  changes  to  Pennsylvania's  current  sales  tax  can  usefully  focus  on 
reform  rather  than  the  need  to  raise  more  (or  less)  sales  tax  revenue. 

Although  Pennsylvania's  sales  tax  was  initially  imposed  at  a rate  of  1 percent, 
the  demand  for  additional  State  tax  revenue  (and  the  constitutional  prohibition  on 
progressive  income  taxation)  resulted  in  a succession  of  rate  increases.  During 
the  1960s,  the  sales  tax  rate  increased  twice:  from  4 to  5 percent  in  1963;  from 
5 to  6 percent  in  1968.  At  6 percent  - the  current  rate  - Pennsylvania  has  the 
second  highest  state  sales  tax  rate  in  the  country  - second  only  to  Connecticut. 

Unlike  the  situation  in  many  other  states,  localities  in  Pennsylvania  are 
prohibited  from  imposing  local  sales  taxes.  As  a result,  the  relatively  high 
State  sales  tax  rate  is  offset  to  some  extent  by  a higher  combined  state  and  local 


rate  in  surrounding  taxing  jurisdictions  (particularly  in  New  York).  In  general. 
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therefore,  the  high  rate  does  not  pose  acute  competitive  "border"  problems  for 
Pennsylvania  localities  (with  the  possible  exception  of  the  Philadelphia  area). 

The  fact  that  Pennsylvania  has  the  second  highest  state  sales  tax  rate  in  the 

country  suggests  that  one  area  of  possible  reform  in  Pennsylvania's  tax  would 
involve  lowering  the  State  sales  tax  rate  in  order  to  improve  the  State's  com- 
petitive position  in  relation  to  border  and  competing  states.  Such  a reform  might 
also  be  desirable  because  it  would  permit  consideration  of  the  desirability  of 
local  add-on  sales  taxes  - one  means  of  allowing  localities  more  flexibility  in 
funding  their  essential  services. 

Since  its  inception,  Pennsylvania's  sales  tax  has  been  imposed  on  a rela- 
tively narrow  sales  tax  base.  Specifically,  basic  items  of  consumer  consumption, 
such  as  food  and  most  clothing,  have  been  exempted  from  the  sales  tax  base. 

While  there  has  been  some  debate  in  recent  years  on  the  desirability  of  broaden- 
ing the  State's  sales  tax  base  (see,  for  example,  the  report  of  the  "Speaker's 
Committee  on  Tax  Reform,  " November  1970),  recent  legislation  has  tended  in  the 
opposite  direction.  For  example,  in  1971,  the  legislature  passed  a bill  removing 
patent  medicines , drug  and  medical  supplies,  household  sundries,  residential 
fuel  and  utility  use,  and  certain  personal  service  expenditures  from  the  already 
narrow  sales  tax  base.  Nevertheless,  the  fact  that  Pennsylvania  already  has  such 
a relatively  narrow  sales  tax  base  suggests  the  possibility  that  revenue  loss  from 
lowering  the  State's  sales  tax  rate  might  be  offset  by  broadening  the  State's  current 


sales  tax  base. 
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Pennsylvania's  current  sales  tax  is  regressive.  A family  of  four  with 
$4,  000  of  income  pays: 

? Five  percent  more  of  its  income  in  sales  tax  than  a family  earning 
$9,000  a year 

U Almost  twice  as  high  a percentage  of  its  income  in  sales  tax  as  a 
family  with  $20,  000  a year  of  income. 

Moreover,  the  current  sales  tax  discriminates  against  large  families:  At  an 
income  of  $9,  000  a year,  a 2-person  family  would  pay  about  15  percent  less  in 
sales  tax  than  a family  of  six  with  the  same  income  level.  These  inequities  in  the 
current  sales  tax  warrant  attention  as  possible  areas  of  reform. 

In  the  next  several  pages,  this  report  will  focus  on  two  major  elements 
in  any  consideration  of  reform: 

1.  Pennsylvania's  sales  tax  compared  to  other  states  - a brief  discussion 
of  the  role  of  the  sales  tax  in  Pennsylvania  and  elsewhere  to  provide 
perspective  on  Pennsylvania's  sales  tax  situation  and  establish 
standards  for  evaluating  possible  reforms  in  Pennsylvania.  It  covers 
the  relative  importance  of  sales  taxes  as  a source  of  State  tax 
revenue  and  a comparison  of  State  sales  tax  rates  and  bases. 

2.  An  analytical  appraisal  of  Pennsylvania's  current  sales  tax  - a com- 
prehensive review  of  Pennsylvania's  current  sales  tax  in  terms  of  the 
seven  tax  evaluation  criteria  - i.  e.  , incidence,  elasticity,  etc.,  - 
outlined  in  McKinsey's  June  20  presentation  to  the  Governor's  Tax 


Reform  Committee  (and  restated  here  in  Exhibit  V,  facing  page  17). 
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The  discussion  of  tax  reform  options  in  Chapter  2 is  based,  for  the  most  part, 

on  a comparison  of  the  specific  options  considered  to  the  results  of  the  analysis 

of  the  current  tax  presented  in  this  chapter. 

PENNSYLVANIA'S  SALES  TAX 
COMPARED  TO  OTHER  STATES 

According  to  the  Commerce  Clearing  House,  State  Tax  Guide  (1972  edition), 
45  states  and  the  District  of  Columbia  now  impose  sales  taxes.  The  nature  of 
these  taxes  in  states  other  than  Pennsylvania  is  relevant  as  background  in 
formulating  sales  tax  reform  proposals  for  Pennsylvania,  for  two  reasons; 

1.  The  taxes,  as  imposed  in  other  states,  establish  a standard  for 
evaluating  possible  reforms  in  Pennsylvania. 

2.  In  reforming  its  tax  structure,  Pennsylvania,  like  any  limited  taxing 
jurisdiction,  must  be  sensitive  to  the  possible  competitive  effects 


- Formulating  tax  policy  is  particularly  difficult  because  of  the  absence 
of  suitable  standards  for  evaluating  specific  tax  options.  For  example, 
how  progres  sive /regr  es  sive  should  a tax  be?  To  facilitate  debate  on 
such  questions,  we  have  (in  this  report  and  elsewhere)  taken  the  approach 
of  comparing  reform  options  to  the  standard  or  "base  line"  established 
by  the  existing  tax.  This  approach  does  not  solve  the  problem  of 
establishing  suitable  norms.  However,  it  does  ensure  that  tax  reform 
decisions  are  consistent  in  terms  of  the  direction  of  the  change  (e.  g.  , 
a move  toward  a more  progressive  tax  structure)  with  the  philosophical 
intention  of  those  responsible  for  making  tax  reform  decisions.  The 
inherent  limitations  of  this  approach  underscore  the  need  for  a continual 
reappraisal  of  tax  policy  in  any  taxing  jurisdiction. 
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around  the  borders.  This  is  particularly  true  in  the  sales  tax  area 
where : 

- Consumers  can  easily  journey  elsewhere  to  make 
their  purchases  in  lower  tax  jurisdictions. 

There  is,  at  present,  no  effective  means  available  of 
enforcing  the  State's  use  tax  on  most  out-of-state  pur- 
chases (the  exception  being  automobiles,  etc.  , where 
registration  requirements  preclude  tax  evasion). 

The  major  conclusion  to  be  drawn  from  such  a comparison  for  Pennsylvania 
is  that,  while  Pennsylvania's  sales  tax  plays  a role  in  financing  State  govern- 
ment similar  to  sales  taxes  in  other  states,  the  form  of  Pennsylvania's  tax  is 
somewhat  unique  - combining  one  of  the  highest  state  sales  tax  rates  in  the 
country  with  one  of  the  narrowest  sales  tax  bases. 

Role  of  Sales  Taxes  in  State 

And  Local  Fiscal  Structure 

The  sales  tax,  in  the  single-stage  form  utilized  in  the  United  States,  is  a 
relatively  new  tax.  It  was  first  imposed  during  the  Depression  as  a response 
to  the  fiscal  crisis  facing  state  and  local  government  because  of  the  depression- 
induced  decline  in  revenue  from  more  traditional  revenue  sources  (e.  g.  , 
property  taxes).  Some  of  the  primary  considerations  influencing  states  to 
impose  a sales  tax  rather  than  some  other  form  of  tax  where:  (1)  the  sales  tax 
proved,  almost  immediately,  to  be  a very  productive  source  of  revenue;  (2) 
the  retail  sales  tax,  as  a tax  on  consumption,  does  not  tax  income  that  could 


be  saved  or  invested,  it  only  taxes  income  that  is  spent;  (3)  moreover,  even  a 
low  nominal  rate  of  the  tax  was  sufficient  to  produce  large  amounts  of  tax 
revenue,  and  effective  rates  of  the  tax  were  (and  are)  even  lower  since  only  a 
portion  of  a consumer's  income  is  spent;  (4)  despite  the  fact  that  a sales  tax 
is  highly  visible  to  taxpayers,  the  tax  is  paid  in  such  a large  number  of  small 
and  apparently  tolerable  increments  that  it  has  encountered  only  relatively  small 
resistance  from  taxpayers.  In  fact,  the  single-stage  sales  tax  proved  so 
successful  as  a means  of  funding  state  government  that,  between  1932  and  1937, 
30  states  enacted  single-stage  retail  sales  taxes. 

The  sales  tax,  despite  its  relative  newness,  proved  so  successful  that  it 
has  become  a primary  source  of  tax  revenue  in  many  states.  Specifically,  in 
the  44  states  imposing  the  tax  in  1969,  according  to  the  Tax  Foundation,  it 
accounted  for ; 

? 40  percent  or  greater  of  total  state  tax  revenue  in  8 states 

y Between  25  and  40  percent  of  tax  revenue  in  24  states 
If  Less  than  25  percent  in  12  states. 

In  an  average  state  with  a sales  tax,  the  tax  produced  31.  6 percent  of  total 
state  tax  revenue;  on  a weighted  average  basis,  29.6  percent  (weighted  by  the 


- For  a more  detailed  discussion  of  sales  taxes  in  other  states,  please 
refer  to  the  Tax  Foundation  publication.  State  and  Local  Sales  Taxes, 
or  the  book.  State  and  Local  Sales  Taxation:  Structure  and  Administra- 


tion, John  F.  Due,  Public  Administration  Service,  1971. 


Exhibit  I 


Between  1961  and  1971,  the  sales  tax  accounted  for  approximately  two-fifths 
of  Pennsylvania's  general  fund  revenue  . . . 

. . . With  the  advent  of  the  personal  income  tax  in  1971,  its  relative 
importance  declined  .... 
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Source:  Pennsylvania,  Department  of  Revenue. 


Exhibit  n 

As  a result  of  changes  in  the  sales  tax  base,  total  revenue  from  the 
sales  tax  declined  in  fiscal  year  1972  .... 
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total  amount  of  sales  tax  revenue  produced).  The  average  for  five  leading 
industrial  states  (New  York,  New  Jersey,  Michigan,  Illinois,  and  California) 
was  30.8  percent;  however,  the  average  for  five  of  the  six  states  bordering 
Pennsylvania  (Delaware  has  no  state  sales  tax)  was  only  22.6  percent. 

In  1969,  Pennsylvania's  state  sales  tax  produced  39.  3 percent  of  total 
State  tax  revenue  - well  above  the  national  average  and  the  average  in  sur- 
rounding states.  In  fact,  between  1961  and  1971,  Pennsylvania's  sales  tax 
consistently  accounted  for  almost  two-fifths  of  the  State's  general  fund  tax 
revenue.  After  the  advent  of  the  State  personal  income  tax  in  1971,  the  relative 
importance  of  the  State  sales  tax  declined:  In  1972,  the  tax  is  estimated  to 
account  for  28.2  percent  of  total  general  fund  tax  revenue  (see  Exhibit  I). 

In  terms  of  revenues,  the  yield  from  the  sales  tax  increased  from 
$389 . 2 million  in  1961  to  $1,015.2  million  in  1971  (see  Exhibit  II)  - for  an 
average  compound  annual  increase  of  1 0.  0 percent.  However,  more  than 
50  percent  of  the  growth  resulted  from  rate  increases  - which  occurred  in 
1963  and  1968.  Exclusive  of  rate  increases,  revenue  increased  at  an  average 
compound  annual  growth  rate  of  7.  1 percent  in  the  decade.  (In  fiscal  year 
1971- 1972,  the  yield  from  the  sales  tax  declined  from  the  previous  year  for 
the  first  time  since  1963.  The  decline  was  the  result  of  tax  reform  legislation 
enacted  in  1971,  which  eliminated  from  the  tax  base  the  sale  of  patent  medicines, 
drug  and  medical  supplies,  household  sundries,  some  personal  services,  and 


residential  fuel  and  utility  services.  ) 
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By  way  of  comparison,  the  total  yield  of  all  state  sales  taxes  increased  by 
149.  9 percent  between  I960  and  1969  - excluding  those  states  which  imposed  a 
sales  tax  for  the  first  time  during  that  period.  The  average  compound  annual 
growth  rate  was  10.  7 percent,  compared  to  the  10.  0 percent  experienced  in 
Pennsylvania.  As  was  the  case  with  Pennsylvania,  much  of  the  increase  in 
revenue,  nationwide,  resulted  from  rate  increases  during  the  decade. 

Sales  taxes  have  begun  to  play  an  increasingly  important  role  in  local 
government  finances  in  states  other  than  Pennsylvania.  By  1970,  24  states 
authorized  the  imposition  of  local  sales  taxes.  Some  3,  500  localities  in  22  of 
these  states  had  imposed  such  a tax.  Included  in  these  3,  500  localities  were 
three  of  the  five  largest  cities  in  the  country  and  87  of  the  314  municipalities 
with  population  greater  than  50,  000  in  I960.  Pennsylvania,  New  Jersey,  and 
Michigan  are  the  only  three  large  industrial  states  which  do  not  permit  local 
sales  taxes.  New  Jersey,  Delaware,  Maryland,  and  West  Virginia,  similar 
to  Pennsylvania,  do  not  permit  local  sales  taxes;  New  York  and  Ohio  do  permit 
such  taxes. 

Although  the  number  of  states  authorizing  local  sales  taxes  has  increased 
dramatically  in  recent  years  (12  states  passed  new  enabling  legislation  since 
1965),  local  sales  taxes  still  play  a relatively  minor  role  in  financing  local 
government.  Specifically,  sales  taxes  accounted  for  less  than  4.  0 percent  of 
total  local  government  tax  revenues  in  1968.  However,  in  cities  imposing  sales 
taxes,  these  taxes  accounted  for  18. 3 percent  of  local  tax  revenue  in  1968.  If 
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pressure  on  local  government  finances  continues  to  grow,  the  trend  to  authorize 
local  sales  taxes  can  be  expected  to  grow  as  well,  and  the  importance  of  sales 
taxes  as  a source  of  local  government  tax  revenue  will  increase. 

Sales  Tax  Rates 

As  noted  above,  at  6 percent,  Pennsylvania  has  the  second  highest  state 
sales  tax  rate  in  the  country  - second  only  to  Connecticut's  recently  enacted 
7 percent  rate.  However,  Pennsylvania  does  not  authorize  the  imposition  of 
local  sales  taxes;  therefore,  the  possible  interjurisdictional  competitive  prob- 
lems suggested  by  the  relatively  high  State  rate  are  not  as  severe  as  they  might 
otherwise  be.  Specifically,  many  border  counties  in  New  York  State  have  a 
combined  state  and  local  rate  of  7 percent  (see  Exhibit  III,  following).  Never- 
theless, border  localities  in  Pennsylvania  may  suffer  some  limited  (because  of 
the  relatively  small  rate  differential)  competitive  pressure  from  localities  in 
New  Jersey,  Delaware,  Maryland,  West  Virginia,  and  Ohio.  (The  problem 
of  possible  sales  loss  is  probably  most  severe  in  Philadelphia,  where  many  of 
the  city's  residents  can  easily  cross  to  New  Jersey  where  they  would  pay  only 
a 5 percent  tax  - or  possibly  no  tax  at  all  if  their  purchases  were  delivered  to 
their  homes  in  Pennsylvania.) 

Sales  Tax  Bases 

Since  its  inception,  Pennsylvania's  sales  tax  has  been  imposed  on  a rela- 
tively narrow  sales  tax  base.  As  measured  by  the  per  capita  sales  tax  collected 


for  each  1 percent  of  rate,  Pennsylvania  ranks  well  below  the  national  average 


Exhibit  III 


Many  border  counties  in  New  York  state  have  a higher  combined  state  and 
local  sales  tax  rate  .... 
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Source:  Commerce  Clearing  House,  State  Tax  Guide. 


and  below  all  of  the  surrounding  states  except  New  Jersey  (see  Exhibit  IV, 
following).  As  a further  measure  of  its  relatively  narrow  sales  tax  base, 
Pennsylvania's  sales  tax  is  imposed  on  only  about  26  percent  of  total  expendi- 
tures by  residents  of  the  State='=  (ignoring  the  possible  impact  of  the  sales  tax 
on  purchases  by  the  wholesale  and  retail  sectors  - if  the  burden  of  this  tax  is 
passed  forward  to  consumers). 

Pennsylvania's  sales  tax  base  is  narrow  because  many  items  of  consumer 
expenditure  taxed  in  other  states  are  excluded  from  Pennsylvania's  tax  base. 
Specifically,  Pennsylvania  excludes  from  its  sales  tax  base  expenditures  for: 

^ Food  for  off-premises  consumption  - which  are  taxed  in  30  states 
y Clothing  (except  luxury  items  such  as  furs  and  sportswear)  - taxed 
in  40  states 

5 Prescription  (and  nonprescription)  drugs  - taxed  in  20  states 
? Utility  services  for  residential  use  - taxed  in  about  30  states 
H Admission  charges  - taxed  in  27  states 

U Most  personal  services  - taxed  in  between  7 and  14  states  (depending 
on  the  specific  service  considered). 

(Each  of  these  items  can  be  considered,  in  light  of  the  precedents  established 
elsewhere,  as  possible  candidates  for  inclusion  in  Pennsylvania's  tax  base.  ) 
Pennsylvania's  sales  tax,  as  imposed  on  purchases  of  the  manufacturing 
and  wholesale  sectors,  is  also  characterized  by  the  number  of  exemptions 
granted.  Along  with  the  most  common  exemptions  (e.g.  , exemptions  of  sales 

- Estimated  as  the  ratio  between  taxed  consumer  expenditures  and  total 
consumer  expenditures. 


Exhibit  IV 


In  1970  Pennsylvania  had  the  third  narrowest  sales  tax  base  in  the 
country.  . , . 
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of  items  or  services  which  are  to  be  incorporated  in  a product  which  will  be 
resold),  Pennsylvania's  sales  tax  does  not  apply  to  sales  of  property  or  services 
used  in  - e.  g.  ; 

Preparation  of  cooked  and  frozen  food 
? Textile  operations 

Rolling,  drawing,  or  extrusion  of  metals. 

While  not  treated  in  this  report,  these  exemptions  need  to  be  carefully  reviewed. 
Many  or  all  of  the  exemptions  may  be  justified  as  a means  of  sustaining  the 
State's  economic  vitality;  however,  the  specific  nature  of  these  exemptions  is 
suggestive  of  successful  special  interest  lobbying  efforts,  which  may  have  re- 
sulted in  inequitable  treatment  of  other  important  industries  less  well  organized 
to  defend  their  legitimate  interests.  (For  a detailed  qualitative  treatment  of  the 
exemption  problems  in  the  sales  tax  on  business  purchases,  please  refer  to  the 
"Speaker's"  report  mentioned  earlier.  ) 

ANALYTICAL  APPRAISAL 
OF  PENNSYLVANIA'S 
CURRENT  SALES  TAX 

In  the  June  2 0 presentation  to  the  Governor's  Tax  Reform  Committee,  we 
outlined  seven  specific  criteria  for  evaluating  tax  options.  (These  criteria  and 
the  means  of  analytically  assessing  tax  options  in  terms  of  them  are  shown  on 
Exhibit  V,  following.  ) The  purpose  of  such  a structured  view  of  tax  options  is 
to  identify  specific  problems  in  each  tax  or  tax  option  which  can  be  corrected  by 
targeted  reforms.  In  this  section,  we  present  the  results  of  our  evaluation  of 


Pennsylvania's  current  sales  tax  in  terms  of  these  seven  criteria.  The  bulk  of 


Exhibit  V 


TAX  EVALUATION  CRITERIA 

C riteria 

Definition 

Specific  Measurement  Used 

1.  Incidence  or 

vertical 

equity 

Relative  tax  burden  on  tax- 
payers in  different  economic 
situations 

- Tax  payment  as  a percentage 
of  income 

2.  Horizontal 
equity 

Relative  tax  burden  on  tax- 
payers in  the  same  economic 
situation  but  otherwise  differ- 
entiated by  location,  family 
size,  housing  tenure 

- Tax  payment  as  a percentage 
of  income 

3.  Elasticity 

Growth  of  tax  yield  relative 
to  overall  economic  trends 

- Percentage  growth  in  tax 
yield  for  each  1 percent 
growth  in  total  personal 
income 

4.  Neutrality 

Extent  to  which  a tax 

influences  business  or 

consumer  choice 

- Relative  tax  payment/or 
burden 

5.  Impact  on 
economic 
growth 

Extent  to  which  a tax 
encourages  or  discourages 
new  investment 

- Relative  tax  payment/or 
burden 

6.  Adminis- 
tration 

Ease  with  which  tax  can  be 

collected 

- Cost  of  administration  per 
dollar  of  revenue  produced 

7.  Compliance 

Degree  to  which  tax  is 
successfully  collected 

- Percentage  of  taxpayers /or 
collectors  delinquent  at 
time  of  filing  or  first  notice 
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the  analytic  effort  was  focused  on  evaluating  incidence  and  equity  issues.  How- 
ever, we  also  briefly  reviewed  the  available  data  on  other  aspects  of 
Pennsylvania's  sales  tax. 

To  summarize  the  results  of  these  analyses; 

y Pennsylvania's  current  sales  tax  is  mildly  regressive  - despite  its 
relatively  narrow  base.  Some  approach  to  improving  its  incidence 
might  be  considered  as  a key  element  of  reforming  the  tax. 
y The  current  sales  tax  imposes  a heavier  burden  on  large  families 
than  small  families  at  any  given  income  level.  Elimination  of  this 
inequity  would  probably  require  the  institution  of  sales  tax  credits  - 
possibly  credits  administered  through  the  State's  personal  income 
tax. 

5 There  is  no  firm  evidence  that  the  State's  high  sales  tax  rate  has 
impeded  its  economic  growth.  However,  Pennsylvania's  relatively 
higher  per  capita  sales  tax  burden  and  lower  per  capita  retail  sales 
than  surrounding  states  suggest  some  improvement  possibility.  And 
there  is  certainly  no  evidence  to  suggest  that  reforms  designed  to 
lower  the  State  rate  might  not  result  in  some  improvement  in  the 
State's  economic  situation.  (In  addition,  such  reforms  have  other 
advantages  - as  discussed  earlier.  ) 

In  addition  to  these  major  results,  two  other  areas  of  possible  reform  - 
not  treated  in  detail  in  this  report  - warrant  further  tax  reform  attention. 

First,  even  our  preliminary  review  of  administrative  issues  suggests  there 
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may  be  some  problems  in  Pennsylvania's  sales  tax.  While  relatively  high  delin- 
quency rates  do  not  significantly  affect  the  revenue  from  the  tax,  delinquencies 
do  create  problems  of  equity  - particularly  between  delinquent  and  nondelinquent 
collectors  of  the  tax.  Some  of  these  inequities  could  be  eliminated  by  very  simple 
reforms;  For  example,  retailers  with  a history  of  delinquency  could  be  required 
to  prepay  estimated  sales  tax  receipts.  Alternatively,  a bonding  procedure  could 
be  established  to  create  an  incentive  for  retailers  to  file  tax  returns  on  time. 
Another  possible  administrative  improvement  would  involve  finding  a way  through 
regional  (multistate)  cooperation  to  close  the  use  tax  loophole. 

The  second  major  area  of  possible  reform  is  the  sales  tax  as  applied  to 
business  purchases.  The  current  tax  contains  a large  number  of  highly  selective 
exemptions  for  business.  Possible  reforms  might  include  eliminating  some  of 
these  exemptions,  expanding  these  exemptions  to  cover  other  key  industries  in 
the  State,  or  even  eliminating  the  sales  tax  on  business  purchases  altogether  (as 
a means  of  spurring  the  State's  economic  growth).  Further  analysis  is  required 
to  determine  which  reforms  are  most  needed  in  this  important  area. 

The  remainder  of  this  section  presents  the  detailed  analysis  supporting  the 
results  outlined  above. 

Vertical  Fquity 

To  evaluate  the  vertical  equity  or  incidence  of  Pennsylvania's  current  sales 
tax,  we  constructed  data  on  the  pattern  of  retail  consumption  for  each  of  the 
major  items  currently  subject  to  the  sales  tax.  The  detailed  description  of  the 
methodology  used  in  this  analysis  is  described  in  Appendix  A.  In  summary,  the 
major  analytic  steps  and  sources  of  data  are  as  follows: 
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1.  Construct  a distribution  of  Pennsylvania  households  by  disposable  in- 
come level  and  family  size  (the  detailed  steps  and  data  sources  are 
discussed  in  a separate  report  on  Pennsylvania's  income  distribution). 

2.  Prepare  estimates  of  the  average  expenditure  of  families  in  each  cell 
of  the  income  distribution  in  items  subject  to  the  current  sales  tax. 

The  primary  source  of  data  for  these  expenditure  matrices  was  the 
Bureau  of  Labor  Statistics  publication,  Survey  of  Consumer 
Expenditures  1960-1961 . 

3.  Multiply  the  expenditure  matrices  by  the  income  distribution  - cell  by 
cell  - to  estimate  total  retail  sales  (or  sales  tax  yield)  of  items  cur- 
rently subject  to  the  tax.  Where  necessary,  hand  adjustments  to  the 
expenditure  data  were  made  to  obtain  a "better  fit"  with  published  data 
on  total  sales, 

4.  Estimate  the  average  sales  tax  payment  for  each  cell  of  the  income 
distribution  - before  the  deduction  of  sales  tax  payments  for  F ederal 
tax  purposes. 

Using  these  analyses,  we  were  able  to  estimate  the  incidence  of  the  current  sales 
tax  on  families  at  different  income  levels  (and  of  different  sizes). 

Except  for  very  sm.all  low-income  families,  the  current  sales  tax  imposes 
a declining  burden  - as  a percentage  of  income  - on  families  as  income  rises 
(see  Exhibit  VI,  following).  For  the  middle-income  groups  ($5,  000  to  $ 12,  000  a 


year  of  income)  - the  income  of  almost  60  percent  of  Pennsylvania's  families  - 


Exhibit  VI 


Pennsylvania's  current  sales  tax  imposes 

5f  A regressive  burden  on  large  families  at  all  income  levels 

y A roughly  proportional  burden  on  small  or  moderate  sized  families 
earning  between  $5, 000  and  $10, 000 

y A progressive  burden  on  small  low-income  families 
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the  sales  tax  incidence  is  almost  proportional  (i.  e.  , imposes  an  equal  burden,  as 
a percentage  of  income,  on  all  families  in  this  income  range).  This  relatively 
good  sales  tax  incidence  pattern  reflects  the  efforts  of  Pennsylvania  policymakers 
to  eliminate  from  the  sales  tax  base  as  many  items  of  basic  consumption  as 
possible  in  order  to  avoid  a regressive  incidence  pattern.  The  fact  that  the  inci- 
dence pattern  is  still  regressive  (especially  for  very  low-income  families)  indi- 
cates how  difficult  it  is  to  achieve  a proportional  or  progressive  sales  tax 
incidence  pattern  by  narrowing  the  sales  tax  base. 

The  most  direct  means  available  for  improving  sales  tax  incidence  patterns 
is  through  the  use  of  sales  tax  credits  (as  discussed  in  the  following  chapter). 
Because  of  the  State's  Constitution,  credits  are  currently  prohibited  in 
Pennsylvania.  However,  it  is  clear  that  without  credits  the  State's  sales  tax 
will  not  impose  a "uniform"  burden  on  all  taxpayers  - in  some  sense,  defeating 
the  objectives  of  the  State's  Constitution. 

The  incidence  calculations,  as  noted  above,  were  calculated  only  for  the 
retail  portion  of  Pennsylvania's  sales  tax.  If  the  assumption  was  made  that  the 
sales  tax  imposed  on  manufacturers  and  wholesalers  was  passed  forward  to  con- 
sumers, then  the  overall  pattern  of  sales  tax  incidence  would  be  more  regressive. 
The  tax  on  wholesalers  and  manufacturers  would  tend  to  get  passed  along,  not  as 
a selective  increase  in  the  price  of  a few  products  but  rather  as  an  overall  markup 
on  all  products.  Therefore,  the  ultimate  incidence  of  the  tax  would  be  equivalent 
to  the  incidence  of  an  additional  sales  tax  imposed  on  all  consumer  expenditures 
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at  a relatively  low  rate.  Since  consumer  expenditures  as  a percentage  of  dis- 
posable income  in  aggregate  fall  quite  dramatically  as  income  rises,  such  a tax 
would  be  quite  regressive. 

Mitigating  somewhat  the  regressive  pattern  would  be  the  fact  that  the  tax  is 
deductible  by  business  against  the  Federal  income  tax.  With  the  average  cor- 
porate tax  rate  of  48  percent,  only  about  one-half  of  the  tax  burden  would  be  borne 
by  Pennsylvania  residents.  Moreover,  some  of  the  tax  pass-along  would  be  ex- 
ported outside  the  State  so  that  the  proportion  of  pass-along  to  Pennsylvania 
residents  would  be  even  less  than  one-half.  Nevertheless,  in  general,  the  effect 
of  pass-along  on  the  wholesaler  and  manufacturing  sales  tax  would  be  to  increase 
slightly  the  regressivity  of  the  incidence  pattern. 

The  pattern  of  incidence  shown  in  Exhibit  VI  does  not  reflect  the  deductibility 
of  the  sales  tax  for  F ederal  personal  income  tax  purposes.  The  pattern  of  inci- 
dence is  aggravated  significantly  if  this  deductibility  is  taken  into  account  (see 
Exhibit  VII).  Because  Federal  income  tax  rate  schedules  are  progressive,  the 
value  of  the  deduction  is  greater  for  higher  income  families  than  for  lower  income 
families.  As  a result,  the  deductibility  provision  of  the  Federal  Tax  Law  exacer- 
bates the  regressivity  of  Pennsylvania's  sales  tax. 

Horizontal  Equity 

The  procedure  used  to  calculate  the  relative  burden  of  the  current  sales  tax 
on  families  at  different  levels  was  also  used  to  evaluate  the  relative  burden  of 


the  tax  on  different  size  families  at  the  same  income  level.  Unfortunately,  data 


Exhibit  VII 
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on  expenditures  of  different  size  families  are  highly  irregular  (because  of  the 
small  survey  sample  size  used  by  the  Bureau  of  Labor  Statistics).  Therefore, 
the  specific  results  of  the  incidence  calculations  for  each  family  size  are  some- 
what questionable.  However,  as  Exhibit  VI  showed,  in  general,  the  current  sales 
tax  imposes  a heavier  burden  on  large  families  than  on  small  families  at  all 
income  levels.  More  specifically,  a family  of  six  with  $5,  000  of  disposable  in- 
come would  pay  almost  15  percent  more  sales  tax  than  a family  of  two  with  the 
same  income. 

Problems  in  the  administration  of  the  sales  tax  also  create  significant  inequi- 
ties. These  are  discussed  later  in  the  section  on  administration. 

Elasticity 

Between  1959  and  1969,  total  personal  income  (exclusive  of  capital  gains) 
of  Pennsylvania  residents  grew  at  an  average  compound  annual  growth  rate  of 
6.  3 percent.  Exclusive  of  rate  increases,  sales  tax  revenue  grew  between 
1962  and  1971  at  7.  1 percent  a year  - slightly  faster  than  the  growth  in  personal 
income. 

The  high  growth  rate  of  sales  tax  revenue  - exclusive  of  rate  increases  - 
relative  to  personal  income  could  reflect  one  or  more  of  a number  of  trends 
(although  it  would  be  difficult,  and  not  particularly  useful  for  tax  reform  purposes 
to  pinpoint  exactly  which  trend  predominated).  For  example,  Pennsylvania  could 
have  benefited  from  the  change  in  consumer  preferences  in  the  1960s,  which  led 
to  increased  expenditures  for  leisure  activities.  The  high  growth  rate  of  sales 
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tax  revenue  could  also  simply  reflect  an  increased  propensity  to  spend  - at  the 
expense  of  savings.  Alternatively,  the  rapid  growth  might  have  resulted  simply 
from  the  massive  expansion  of  consumer  credit  in  the  decade.  Whatever  the 
explanation,  it  is  unlikely  that  Pennsylvania  could  significantly  improve  its  sales 
tax  elasticity. 

Different  components  of  Pennsylvania's  sales  tax  base  grew  at  different  rates 
in  the  decade.  As  shown  in  Pxhibit  VIII,  following,  retail  sales  accounted  for 
about  60  percent  of  total  sales  tax  revenue  in  1962-1963;  by  1971-1972,  retail 
sales  accounted  for  almost  66  percent  of  total  sales  tax  revenue.  The  service 
sector,  which  accounted  for  7 percent  of  receipts  in  1962-1963,  accounted  for 
in  excess  of  8 percent  of  total  revenues  in  1971  -1972.  These  changes  in  relative 
share  of  revenues  reflect  different  growth  rates  within  each  sector. 

However,  as  shown  in  Exhibit  IX,  following,  more  than  half  of  the  revenue 
growth  was  the  result  of  rate  increases  in  the  sales  tax  in  the  decade.  Exclusive 
of  rate  increases,  receipts  from  services,  retail  sales  and  public  utility  sales 
experienced  faster  than  average  growth  in  the  decade;  receipts  from  taxable 
sales  by  wholesalers  and  manufacturers,  slower  than  average  growth  (see 
Exhibit  X,  following).  (Public  utility  sales  would  account  for  a larger  share  of 
receipts  in  1971-1972,  except  for  the  fact  that  the  majority  of  taxable  utility  sales 
sales  for  residential  use  - were  exempted  from  the  sales  tax  base  in  1971.  ) 
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Within  the  important  retail  sector,  automobile  sales  account  for  almost  a 
third  of  total  sales  tax  revenue  (see  Exhibit  XI,  following).  Other  significant 
sources  of  sales  tax  revenue  from  the  retail  sector  are  furniture  and  appliance 
sales,  general  merchandise  sales,  and  the  sales  of  building  material  and  food 
(primarily  restaurant  sales).  Since  1961,  the  relative  share  of  sales  tax  receipts 
derived  from  general  merchandise  sales  and  food  store  sales  has  been  increasing; 
the  relative  share  derived  from  automobile,  furniture,  and  appliance  and  building 
material  sales  has  been  declining.  The  increase  in  sales  tax  receipts  from  food 
sales  reflects  the  dramatic  increase  in  expenditures  for  food  away  from  home. 

The  different  growth  rates  of  different  elements  of  the  retail  sales  tax  base 
(see  Exhibit  XII,  following)  suggest  some  opportunity  for  improvements  in  the 
overall  growth  rate  of  the  revenue  from  the  sales  tax  by  expanding  the  tax  base 
to  include  faster  growing  items.  However,  overall,  the  opportunities  for  im- 
provement leading  to  faster  growth  in  tax  receipts  are  rather  limited:  Total 
retail  sales  in  Pennsylvania  increased  at  an  average  compound  annual  growth 
rate  of  4 percent  between  1958  and  1967  - less  than  the  growth  of  sales  tax 
revenue  from  the  retail  sector.  Clearly,  the  retail  sales  tax  base  is  already 
concentrated  in  many  of  the  fastest  growing  areas. 

Impact  on  Economic  Growth 

In  assessing  the  impact  of  the  State's  sales  tax  on  economic  growth,  a dis- 
tinction must  be  made  between  the  tax  on  retail  sales  and  the  tax  on  business 
(wholesale  and  manufacturing)  sales.  In  terms  of  the  former,  the  sales  tax  rate 
differentials  between  Pennsylvania  and  surrounding  states  (discussed  in  the 
previous  section)  are  probably  not  large  enough  to  have  caused  a significant 
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decline  in  Pennsylvania's  retail  trade  - especially  when  the  narrowness  of 
Pennsylvania's  sales  tax  base  is  taken  into  account.  However,  taxpayers  in 
Pennsylvania  pay  more  sales  tax,  on  average,  than  taxpayers  in  all  the  sur- 
rounding states  except  New  York  and  West  Virginia. 

Average  Per  Capita 

State  Sales  Tax  Paid 


New  York  (state  and  local) 

$115 

West  Virginia 

90 

Pennsylvania 

76 

Ohio 

58 

N ew  Jersey 

37 

Maryland 

32 

Source:  McKinsey  calculations  based  on  data  in  State-Local  Finances  (1971), 
Advisory  Commission  on  Intergovernmental  Relations. 

And  the  average  per  capita  retail  sales  in  Pennsylvania  ($1,498)  is  below  the 
national  average  ($  1,  567)  and  below  the  average  in  New  York  ($1,  612),  New 
Jersey  ($  1,  628),  and  Ohio  ($  1,  552).  While  it  is  difficult  to  make  any  definitive 
statement  about  what  retail  sales  in  the  State  would  be  were  there  no  sales  tax, 
it  is  clear  that  the  existence  of  the  State's  current  sales  tax  has  not  been  a 
positive  factor  in  influencing  retail  sales  growth  in  the  State. 

The  sales  tax  on  business  purchases  may  have  an  even  more  pronounced 
impact  on  State  growth  - albeit  an  impact  equally  as  difficult  to  quantify.  While 
we  have  not  concentrated  our  efforts  in  this  study  on  this  aspect  of  the  sales  tax, 
a simple  comparison  suggests  that  the  sales  tax  burden  on  business  may  be  a 
quite  significant  factor  in  the  State's  economy.  Based  on  tax  receipts  in 
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1970-1971,  the  sales  tax  represented  the  second  largest  tax  on  business  in  the 
State: 

y Corporate  net  income  tax  - $526  million  (47  percent  of  the  total 
burden  on  business  of  State  taxes) 
y Sales  tax  - $256  million  (23  percent) 

H Selective  business  taxes  - $224  million  (20  percent) 
y Capital  stock  tax  - $118  million  (10  percent). 

While  the  sales  tax  may  not  be  the  one  tax  which  specifically  influences  busi- 
nesses to  limit  their  investment  in  Pennsylvania,  it  must  be  considered  in 
assessing  the  overall  corporate  tax  climate  in  the  State. 

N eutrality 

Sales  taxes,  by  imposing  a price  differential  on  taxed  products  over  untaxed 
products,  are  clearly  nonneutral.  In  theory,  because  the  Pennsylvania  sales  tax 
in  the  retail  sector  is  imposed  on  essentially  luxury  consumption,  the  tax  should 
discriminate  in  favor  of  basic  consumption  commodities.  Therefore,  while  the 
tax  is  nonneutral,  its  lack  of  neutrality,  as  applied  to  retail  expenditures,  may 
not  be  a problem  warranting  public  response  through  tax  reform. 

Without  further  detailed  analysis,  it  is  difficult  to  draw  firm  conclusions  - 
in  terms  of  neutrality  - about  the  sales  tax  as  applied  to  business  purchases.  In 
Pennsylvania,  as  elsewhere,  the  sales  tax  law  suggests  the  effectiveness  of 
selective  lobby  pressure  in  seeking  exemptions  for  their  particular  constituencies, 
Whether  or  not  these  exemptions  are  justified  and  in  the  State's  best  interests 
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must  be  determined  before  specific  reforms  are  considered.  For  example,  the 
current  sales  tax  law  contains  exemptions  for  equipment  or  services  used  in: 
y Textile  operations 
y Rolling,  drawing,  or  extrusion. 

The  primary  metals  industry  is  the  largest  durable  industry  in  the  State;  textiles, 
the  largest  nondurable.  However,  both  of  these  industries  have  suffered  severe 
competition  from  foreign  imports  in  recent  years.  Their  exemption  from  the 
sales  tax  may  be  necessary  as  one  means  of  protecting  two  industries  vital  to 
the  State's  economy  from  this  outside  competition.  What  needs  to  be  determined 
is;  (1)  whether  other  means  of  protecting  key  industries  are  more  effective 
(from  the  State's  point  of  view),  and  (2)  whether  other  industrial  sectors  are 
deserving  of  similar  tax  concessions.  (In  addition,  a serious  question  for  sales 
tax  reform  is  whether  or  not  business  should  be  subject  to  any  sales  taxation 
at  all,  ) Further  analysis  is  required  before  these  issues  can  be  brought  into 
sharper  focus  and  specific  tax  options  developed  to  reform  the  sales  tax  on 
business  purchases. 

Administration 

According  to  data  in  the  Tax  Foundation  publication.  State  and  Local  Sales 
Taxes,  there  are  currently  over  200,  000  registered  firms  collecting 
Pennsylvania's  sales  tax.  The  cost  of  administering  the  tax  (exclusive  of  pay- 
ments to  vendors)  is  0,  8 percent  of  the  total  revenue  collected  - below  the  national 
average  of  1.  1 percent  of  revenue.  These  relatively  low  collection  costs,  how- 
ever, should  not  be  used  to  justify  some  of  the  complexities  involved  in 
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administering  the  tax.  For  example,  separate  books  have  to  be  maintained  by 
food  stores  documenting  sales  of  taxable  and  nontaxable  items.  Similar  problems 
arise  in  drug  and  clothing  stores.  Such  problems  are  inherent  in  any  sales  tax 
collected  from  a relatively  narrow  base  such  as  Pennsylvania's. 

As  noted  in  the  following  section,  Pennsylvania  has  experienced  some  diffi- 
culty in  ensuring  full  compliance  with  its  sales  tax  by  vendors  responsible  for 
collecting  the  tax.  Returns  from  vendors  collecting  more  than  $600  tax  in  the 
third  quarter  of  the  preceding  year  are  required  to  be  filed  monthly;  returns 
from  smaller  retailers  are  required  quarterly  ($75  to  $600  a year  in  receipts) 
or  semiannually  (less  than  $75  in  annual  receipts).  The  relatively  high  delin- 
quency rates  suggest  that  many  small  retailers  may  find  their  role  in  the  ad- 
ministration of  the  sales  tax  onerous.  If  this  is  the  case,  the  State  could 
consider  easing  the  burden  on  small  retailers  by  increasing  the  limit  beyond 
which  monthly  filing  is  required  from  the  current  limit  of  $600  per  quarter  to 
a higher  limit.  Alternatively,  the  State  might  require  only  quarterly  filing  of 
tax  returns  - as  is  the  case  in  New  York  and  California.  However,  without 
further  detailed  research  into  the  nature  of  the  administrative  problems  en- 
countered in  the  sales  tax,  it  is  difficult  to  conclude  whether  or  not  specific 
reforms  are  warranted.  We  raise  this  issue  to  make  sure  it  is  not  overlooked. 

Pennsylvania  shares  with  all  other  sales  tax  jurisdictions  an  administrative 
problem  which  leads  to  a significant  inequity  in  certain  areas:  People  living 
near  the  border  are  able  to  cross  the  border  and  purchase  items  in  other  states 
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for  delivery  within  Pennsylvania.  Because  of  the  provisions  of  the  Interstate 
Commerce  Clause  of  the  United  States  Constitution,  which  prohibit  states  from 
taxing  sales  destined  outside  their  jurisdiction,  no  sales  tax  is  collected  at  the 
point  of  sale.  Pennsylvania,  in  turn,  has  no  effective  means  of  collecting  the 
"use"  tax't  on  such  purchases  - except  under  very  special  circumstances.  For 
example,  the  tax  can  be  collected  on  a new  automobile  at  the  time  the  vehicle  is 
registered.  It  cannot  be  collected  on  an  item  like  a fur  coat  - which  is  not  sub- 
ject to  any  kind  of  registration  requirement  - unless  the  out-of-state  vendor 
agrees  to  collect  the  tax  for  Pennsylvania.  As  a result,  people  who  live  near 
the  border  have  an  opportunity  to  evade  the  tax  altogether  - an  opportunity  not 
available  to  those  who  live  in  the  center  of  the  State. 

Closing  this  loophole  would  offer  advantages:  Clearly,  a significant  inequity 
in  the  current  tax  would  be  eliminated.  Moreover,  while  we  have  not  tried  to 
quantify  the  amount  of  sales  tax  revenue  lost  through  this  loophole,  closing  the 
loophole  would  result  in  increased  State  sales  tax  revenue  - with  no  increase  in 
the  level  of  State  taxes.  The  difficulty  in  achieving  these  desirable  goals  is  the 
fact  that  any  reform  designed  to  close  this  loophole  would  have  to  be  developed 
in  conjunction  with  nearby  states  (who  would  also  stand  to  benefit  from  the 


- The  use  tax  is  identical  to  the  sales  tax  except  that  it  is  imposed  on  the 
"use"  of  an  item  purchased  outside  a taxing  jurisdiction  for  use  within 
the  jurisdiction.  The  tax  was  designed  to  close  the  "loophole"  discussed 
in  this  section.  But,  for  administrative  reasons,  it  has  never  fully 
succeeded. 
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change  - with  the  exception  of  Delaware).  Some  attention  should  be  given  to 
finding  ways  to  launch  such  a regional  cooperative  project. 

Compliance 

Data  in  the  Tax  Foundation  publication,  State  and  Local  Sales  Taxes,  indicate 
that  Pennsylvania's  "due  date"  delinquency  rate  of  10.  5 percent  compares  rela- 
tively unfavorably  to  the  national  average  of  8.  0 percent.  Even  after  first  notice 
of  delinquency,  the  delinquency  rate  is  still  8.  6 percent  of  total  registered 
vendors.  Most  of  the  delinquency  involves  cafes,  beer  parlors  and  taverns, 
small  grocery  stores,  and  service  stations.  As  mentioned  above,  this  delin- 
quency may  be  more  a reflection  of  the  bookkeeping  problems  involved  in  col- 
lecting a relatively  narrow-based  sales  tax  than  an  indication  of  the  desire  of 
individual  vendors  to  evade  their  collection  responsibilities.  Probably,  only  a 
limited  amount  of  sales  tax  revenue  is  lost  through  noncompliance  (since  few 
larger  vendors  fail  to  comply).  However,  this  compliance  problem  warrants 
some  attention  because  of  the  inequity  involved  in  noncompliance.  Specifically, 
vendors  who  do  not  file  sales  tax  returns  are  left  at  a distinct  competitive 
advantage  over  those  that  do. 

Several  reforms  might  be  undertaken  to  eliminate  most  of  the  noncompliance. 
For  example,  retailers  could  be  required  to  post  bonds  - which  they  would  forfeit 
if  delinquent  for  a certain  period  of  time.  Alternatively,  prepayment  of  taxes 
could  be  required  from  those  vendors  with  a history  of  noncompliance.  Finally, 
fines,  etc.,  for  noncompliance  could  be  increased  to  discourage  delinquencies. 
Whether  any  or  all  of  these  types  of  actions  are  desirable  must  be  determined  by 


more  careful  analysis  of  the  reasons  for  the  noncompliance  and  alternative 
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approaches  to  ameliorating  the  problem. 


The  detailed  evaluation  of  the  retail  portion  of  Pennsylvania's  current  sales 
tax  identified  a number  of  problems  in  the  tax  which  might  warrant  reform.  The 
key  problems  are:  (1)  the  regressivity  and  inequity  of  the  tax;  (2)  the  possible 
effect  of  the  tax  in  retarding  the  State's  economic  growth;  and  (3)  the  compliance/ 
administrative  problems  embodied  by  high  delinquency  rates  and  the  use  tax  loop- 
hole. In  the  next  chapter,  specific  reform  options  are  discussed,  reforms  de- 
signed to  address  the  first  two  problems  noted  above.  Further  analysis  is 
required  to  determine  what  specific  kinds  of  reform  might  be  undertaken  to 
address  problems  in  the  sales  tax  on  business  purchases. 
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2 - EVALUATING  SALES  TAX  REFORM  OPTIONS 

In  the  previous  chapter,  the  characteristics  of  Pennsylvania's  current 
sales  tax  were  reviewed  in  order  to  identify  specific  reform  opportunities.  In 
this  chapter,  a number  of  specific  reform  options  are  evaluated.  The  options  dis- 
cussed in  this  chapter  are  designed  to: 

U Broaden  the  sales  tax  base  in  order  to  lower  the  sales  tax  rate  with 
no  net  loss  in  revenue 

y Mitigate  inequities  in  the  current  sales  tax  by  instituting  sales  tax 
credits  - administered  through  the  State's  personal  income  tax. 

The  first  set  of  options  would  improve  the  neutrality  of  the  sales  tax  and 
make  it  relatively  easier  to  administer  by  taxing  a broader  class  of  consumer 
expenditures.  These  options  would  probably  lessen  the  overall  impact  of  the 
tax  on  economic  growth  - i,  e.  , because  of  the  rate  reduction,  they  would  im- 
prove Pennsylvania's  sales  tax  competitive  situation  vis-a-vis  other  competing 
states.  The  second  set  of  options  is  designed  specifically  to  combat  some  of  the 
horizontal  and  vertical  inequities  found  in  virtually  any  sales  tax  and,  in 
particular,  in  Pennsylvania's  current  sales  tax.  The  discussion  covers  credit 
options  applied  to  the  current  sales  tax  base  and  options  applied  to  a broadened 
tax  base  - with  illustrative  examples  chosen  from  the  material  presented  in  the 
first  part  of  the  chapter. 

It  should  be  emphasized  that  the  entire  discussion  of  sales  tax  reform  options 
contained  in  this  chapter  is,  at  best,  illustrative.  The  options  considered  are 
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real;  but  we  have  no  means  of  judging  whether  the  options  evaluated  rank  high  in 
the  minds  of  State  policymakers  on  the  list  of  tax  reforms  likely  to  be  enacted 
in  the  Commonwealth.  The  purpose  of  presenting  this  detailed  evaluation  of  a 
number  of  specific  options  is  to  stimulate  discussion  among  State  officials 
and  members  of  the  Tax  Reform  Committee  so  that  further  analysis  of  reform 
options  can  be  focused  on  specific  options  both  desirable  and  feasible  in 
Pennsylvania.  The  kinds  of  issues  which  must  be  resolved  for  work  on  sales 
tax  reform  to  proceed  are: 

y Should  the  sales  tax  base  be  broadened  and  the  rate  reduced? 

^ If  the  sales  tax  base  is  to  be  expanded: 

- Should  items  be  added  to  the  tax  base  selectively  or 
across  - the -board? 

- Should  the  business  tax  base  be  expanded?  Or 
contracted? 

- What  specific  items  should  be  evaluated  for  inclusion 
in  the  tax? 

51  Should  Pennsylvania  consider  adopting  sales  tax  credits?  If  so,  of 
what  kind? 

Clearly,  the  nature  of  the  material  in  this  chapter  is  such  that  no  firm  con- 
clusions can  be  reached  about  which  specific  options  to  choose.  The  options 

I 

discussed  are  chosen  to  provide  a framework  for  State  policymakers  for  con- 

I 

sidering  and  resolving  some  of  the  underlying  policy  issues  in  sales  tax  reform. 
In  addition,  further  work  needs  to  be  done  on  other  aspects  of  the  sales  tax 
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before  specific  tax  reform  options  can  be  designed  and  evaluated.  In  short,  this 
report  represents  only  one  step  toward  comprehensive  sales  tax  reform  in 
Pennsylvania. 

BROADENING  THE  SALES  TAX  BASE 

Pennsylvania  has  the  second  highest  state  sales  tax  rate  and  the  third  nar- 
rowest sales  tax  base  in  the  country.  Reform  designed  to  lower  the  tax  rate  and 
offset  the  lost  revenue  through  an  expansion  of  the  tax  base  may  be  desirable. 

In  recent  years,  State  tax  policy  has  tended  in  the  opposite  direction:  The 
rate  was  increased  twice;  the  base  contracted  in  several  areas.  The  narrowing 
of  the  base  was  designed  to  eliminate  basic  consumption  items  (such  as  drugs) 
from  the  sales  tax  as  a means  of  improving  the  tax's  incidence  pattern.  Other 
means  of  improving  incidence,  such  as  credits  - discussed  in  the  next  section  - 
were  not  considered  primarily  because  of  Constitutional  requirements. 

There  are  no  definitive  arguments  in  favor  of  or  against  a continuation  of 
these  sales  taxation  policies.  Arguing  against  a high  rate  and  narrow  base  are 
the  facts  that:  (1)  Pennsylvania's  retail  sales  (and  overall  economic  growth)  are 
below  national  average;  (2)  Pennsylvania's  cities  and  localities  have  equally  as 
severe  fiscal  problems  as  localities  in  the  24  states  which  authorize  local  sales 
taxes  and  make  local  taxes  feasible  by  having  a lower  state  tax  rate;  (3)  despite 
the  deliberate  attempt  to  achieve  an  equitable  sales  tax  structure,  Pennsylvania's 
current  sales  tax  imposes  a regressive  and  inequitable  burden  on  taxpayers. 
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Arguing  in  favor  of  a continuation  of  current  policies  is  the  fact  that,  in  its 
current  form,  Pennsylvania's  sales  tax  is  a major  (and  proven)  source  of  state 
tax  revenue  and  is  apparently  acceptable  to  the  electorate  at  large.  Clearly, 
however,  as  part  of  a fundamental  tax  reform  project,  this  basic  policy  issue 
must  be  addressed. 

If  a decision  is  made  to  seek  a lowering  of  the  State  sales  tax  rate  and  a 
broadening  of  the  tax  base,  major  policy  issues  remain  as  to  how  this  objective 
should  be  accomplished.  For  example,  although  we  have  not  analyzed  the  sales 
tax  on  business  purchases  in  detail  (and  doubt  that  such  an  approach  would  be 
considered  in  Pennsylvania),  the  base  could  be  broadened  by  removing  some  or 
all  of  the  existing  exemptions  in  the  sales  tax  for  business  purchases.  Since  most 
corporations  are  taxed  by  the  F ederal  Government  at  an  income  tax  rate  of 
48  percent,  and  since  state  sales  tax  payments  are  deductible  by  corporations 
for  Federal  tax  purposes,  almost  half  of  the  revenue  derived  from  the  base  ex- 
pansion would  consist  of  a form  of  "revenue  sharing"  from  the  Federal  Govern- 
ment - i.  e.  , only  half  of  the  revenue  would  come  from  Pennsylvania  companies; 
the  remainder  would  come  from  savings  in  Federal  tax  payments. 

One  alternative  to  changes  in  the  business  sales  tax  base  is  an  expansion 
of  the  retail  tax  base.  (In  the  remainder  of  this  section,  we  discuss  this  alter- 
native in  detail.  ) In  general,  either  of  two  approaches  can  be  taken  to  broadening 


the  retail  sales  tax  base. 
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y Selective:  Taxing  specific  items  of  consumer  expenditure  because, 
in  some  sense,  the  specific  tax  extension  is  desirable.  For  example, 
an  extension  of  the  sales  tax  to  personal  service  expenditures  might  be 
justified  because  such  expenditures  are  relatively  progressive  - i.  e.  , 
the  income  elasticity  of  expenditures  is  greater  than  one.  In  general, 
the  selective  approaches  involve  adding  to  the  tax  base  only  those 
items  justified  on  the  basis  of  detailed  economic  analysis. 

51  Across-the-board:  A relatively  indiscriminate  expansion  of  the  tax 
base  designed  to  offset  a target  loss  of  revenue  resulting  from  a 
planned  rate  reduction.  Such  a large-scale  modification  of  the  tax 
base  would  exacerbate  some  of  the  problems  in  the  tax  - such  as  its 
r egres sivity.  Therefore,  the  adoption  of  an  option  involving  broaden- 
ing the  base  to  any  significant  extent  would  probably  necessitate  con- 
sideration of  other  means  of  reforming  the  tax  - such  as  reduction  of 
the  tax  rate  plus  the  institution  of  sales  tax  credits  designed  to  mitigate 
the  regressivity  of  the  sales  tax. 

Both  of  these  types  of  base  expansion  are  discussed  below. 

SELECTIVE  CHANGES  TO 
TM  SALES  TAX  BASE 

Selective  changes  to  the  sales  tax  base  can  and  should  be  individually  evalu- 
ated to  determine  whether  each  change  considered  is  justified.  Specific  changes 
might  be  justified  on  a number  of  different  grounds.  For  example,  a change  to 
the  base  could  be  justified  on  the  grounds  that  it  would  significantly  improve  the 


37 


administration  of  the  tax  for  a large  class  of  retailers  responsible  for  collecting 
tax.  Alternatively,  a change  could  be  justified  if  the  effect  on  overall  sales  tax 
incidence  were  consistent  with  the  incidence  pattern  desired  for  the  tax.  Finally, 
additions  to  the  base  could  be  justified  on  the  grounds  that  the  commodity  added 
to  the  tax  base  was  relatively  price  inelastic  and  taxing  the  commodity  would 
have  relatively  no  impact  on  its  retail  sales.  V^^hatever  the  argument  presented, 
each  selective  change  should  be  evaluated  independently  to  ensure  that  the  change 
is  justified  (and  is  consistent  with  the  overall  goals  of  the  tax  reform  program). 

Clearly,  there  are  a wide  number  of  options  available  for  consideration  as 
selective  additions  to  Pennsylvania’s  sales  tax  base.  From  the  range  of  options 
available,  we  selected  two  - clothing  and  food  - for  consideration  in  detail,  to 
highlight  differences  in  the  evaluation  of  selective  options.  Other  selective 
changes  to  the  sales  tax  base  may  be  worth  evaluating  as  well.  (The  analytic 
techniques  and  computer  programs  used  in  evaluating  the  addition  of  food  and 
clothing  can  be  used  to  evaluate  other  options  as  well.  The  only  constraint  in 
using  these  techniques  is  the  availability  of  sufficiently  precise  data  on  the  patter 
of  consumption  by  income  level  of  the  item  considered  for  inclusion  in  the  sales 
tax  base.  ) 

Clothing 

Pennsylvania's  current  sales  tax  is  imposed  on  some  clothing  purchases  - 
specifically,  purchases  of  fur  coats,  jewelry,  and  sportswear.  However,  40  of 
the  45  states  with  sales  taxes  impose  the  tax  on  all  clothing  purchases.  Included 
in  the  states  taxing  clothing  are  Maryland,  Ohio,  New  York,  and  West  Virginia. 
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One  option  for  broadening  Pennsylvania's  sales  tax  base  would  involve  extending 
the  tax  base  to  all  clothing  purchases. 

Adding  clothing  to  Pennsylvania's  sales  tax  base  would  produce  $143  million 
in  fiscal  year  1972-1973  in  additional  sales  tax  revenue  for  the  State  at  its  cur- 
rent 6.  0 percent  rate.  Alternatively,  the  expansion  of  the  base  would  allow  the 
overall  State  sales  tax  rate  to  be  reduced  to  5.  2 percent  with  no  net  loss  in 
sales  tax  revenue.  Expenditures  for  clothing  are  growing  at  approximately 
5.  5 percent  a year.  This  is  somewhat  below  the  overall  growth  rate  of 
Pennsylvania's  current  sales  tax.  However,  the  impact  on  the  aggregate  rate 
of  growth  of  sales  tax  revenue  would  be  relatively  small. 

Imposing  a sales  tax  on  clothing  could  be  justified  on  a number  of  grounds: 

For  example,  the  imposition  of  a sales  tax  would  not  be  likely  to  cause  a 
significant  decline  in  either  sales  or  profitability  of  clothing  retailers.  The 
number  of  stores  in  Pennsylvania  that  sell  only  clothing  and  accessories  has 
declined  steadily  since  1958  - from  9,  164  in  1958  to  7,495  in  1967.  This  decline 
parallels  the  national  trend  in  retailing,  which  resulted  in  10.  0 percent  fewer 
retail  outlets  - nationwide  - in  1967  than  in  1958.  Total  sales  of  these  stores 
have  increased  at  least  as  fast  as  the  consumer  price  index:  Total  Pennsylvania 
sales  of  appar-el  and  accessory  stores  in  1958  were  $818  million;  by  1967,  total 
sales  had  increased  to  $ 1,  000  million  - an  increase  of  22.  0 percent,  4 percentage 
points  faster  than  the  increase  in  the  consumer  price  index  for  that  period.  More- 
over, profitability  of  clothing  stores  remains  relatively  high:  The  average 
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profitability  (before  taxes)  as  a percentage  of  sales  of  retail  stores  was  2,  87  per- 
cent in  1968;  clothing  stores  enjoyed  a profitability  (before  taxes)  of  4.  59  percent 
of  sales.  In  summary,  the  imposition  of  a sales  tax  on  clothing  expenditures  is 
unlikely  to  severely  penalize  this  group  of  retailers  in  Pennsylvania.  (Some 
retail  sales  loss  might  be  experienced  on  the  border  of  New  Jersey  where  the 
sales  tax  does  not  apply  to  clothing,  but  overall,  the  effect  would  likely  be  small.) 

An  even  stronger  case  for  taxing  clothing  expenditures  could  be  based  on  the 
fact  that  the  addition  of  clothing  to  the  sales  tax  base  would  not  significantly  alter 
the  incidence  pattern  of  the  current  sales  tax.  By  itself,  the  sales  tax  on  clothing 
would  be  regressive  for  low  incomes  - incomes  below  approximately  $8,  000  a 
year  - but  would  be  only  slightly  regressive  at  higher  income  levels  (see 
Exhibit  XIII).  However,  as  Exhibit  XIV  shows,  the  incidence  pattern  of  the 
State's  sales  tax,  overall,  would  not  be  affected  (although  the  expanded  sales  tax 
would  impose  a heavier  burden  at  all  income  levels,  if  the  tax  rate  were  held 
at  6 percent). 

As  shown  in  Exhibit  XV,  the  sales  tax  on  clothing  would  increase  the 
relatively  heavier  burden  on  large  families  compared  to  small  families.  Large  I 
families,  especially  families  with  a large  number  of  small  children,  must  spend 
proportionately  more  of  their  income  providing  adequate  clothing  for  their 
children.  It  could  be  argued  on  social  grounds  that  taxing  expenditures  for 
children's  clothing  would  be  undesirable.  As  an  alternative  to  an  extension  of 
Pennsylvania's  sales  tax  to  all  clothing  sales,  the  tax  could  be  extended  only  to  tfa 
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But  adding  clothing 
to  Pennsylvania's 
current  sales  tax 
base  would  not 
significantly  alter 
the  taxes  overall 
incidence  pattern.  . . 


Source:  McKinsey  calculations 
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However,  with 
clothing  added 
to  the  sales  tax 
base,  the  rela- 
tive burden  on 
large  families 
would  be  slightly 
increased.  . . . 


Source:  McKinsey 

calcula  tions 


(^-n  o eocrcT^vX  ov-v  peciacvx  p-r.^vuv 

TO  -npvjC.  SOPTD^vi.  oviv  T’-oo- 


\ r'' 


40 


sales  of  clothing  for  adults.  However,  such  a selective  extension  of  the  tax  base 
would  be  difficult  to  administer  effectively.  As  an  alternative,  a credit  system 
could  be  designed  specifically  to  offset  the  disproportionate  sales  tax  burden  on 
large  families.  Such  credits  are  evaluated  in  the  next  section  of  this  chapter. 

The  incremental  cost  of  administering  the  sales  tax  on  clothing  would  be 
small  - since  many  of  the  retailers  affected  by  the  change  are  already  respon- 
sible for  collecting  the  tax  on  some  of  their  expenditures.  In  fact,  extension  of 
the  tax  to  cover  all  types  of  clothing  sales  would  ease  the  accounting  burden 
imposed  on  these  stores.  On  the  other  hand,  the  number  of  retailers  (approx- 
imately 7,  500)  directly  affected  by  such  a change  would  be  relatively  small. 

In  summary,  clothing,  as  a possible  extension  of  Pennsylvania's  tax  base, 
appears  to  offer  many  advantages  and  only  one  significant  disadvantage  - the 
disproportionate  burden  that  would  be  imposed  on  large  families. 

F ood 

Some  selective  changes  to  the  sales  tax  base  are  not  nearly  as  well  justified 
for  example,  food  for  consumption  at  home.  Thirty  of  forty-five  states  with 
sales  taxes  impose  the  tax  on  food  purchased  for  off-premises  consumption. 
However,  of  states  bordering  Pennsylvania,  only  West  Virginia  taxes  all  food 
purchases.  (In  fact,  the  majority  of  the  states  taxing  food  are  in  the  western  or 
southern  parts  of  the  country.  ) 

Because  food  comprises  such  a large  portion  of  total  family  consumption, 
extension  of  Pennsylvania's  sales  tax  to  all  food  purchases  would  be  highly 
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productive  from  a revenue  point  of  view.  Specifically,  the  extension  would 
produce  $218  million  in  additional  tax  revenue  at  a 6.  0 percent  tax  rate.  Alter- 
natively, the  State  sales  tax  rate  could  be  reduced  to  4.  9 percent  with  no  net 
loss  of  sales  tax  revenue. 

The  primary  argument  against  expanding  the  sales  tax  to  include  food  is  an 
equity  argument.  A sales  tax  on  food  would  impose  a regressive  burden  on 
families  at  all  income  levels  (see  Exhibit  XVI,  following).  Moreover,  as  the 
exhibit  shows,  the  tax  burden  would  be  significantly  greater  for  large  families 
at  all  income  levels.  In  addition,  food  comprises  such  a significant  portion  of 
a family's  budget  that  the  extended  tax  would  have  a regressive  incidence  pattern 
overall  (see  Exhibit  XVII,  following). 

The  regressive  incidence  pattern  could  be  improved  in  a variety  of  ways. 

For  example,  the  credit  mechanisms  discussed  in  the  third  section  of  this 
chapter  could  alleviate  much  of  the  excessive  tax  burden.  Alternatively,  the 
burden  on  low-income  households  could  be  mitigated  by  exempting  from  the 
sales  tax,  food  purchased  with  Food  Stamps.  Such  an  exemption,  however,  would 
not  affect  the  highly  regressive  nature  of  the  tax  for  middle -income  families. 

In  summary,  a selective  extension  of  Pennsylvania's  sales  tax  to  food  would 
be  difficult  to  justify  because  of  the  highly  inequitable  incidence  pattern  of  such 
a tax.  The  fact  that  there  are  ways  to  mitigate  the  resultant  regressivity  of  the 
sales  tax  is  only  incidental  to  the  consideration  of  food  as  a selective  base 


extens  ion. 
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SIGNIFICANTLY  BROADENING 
THE  SALES  TAX  BASE 

As  an  alternative  to  selectively  adding  items  to  the  sales  tax  base  in  order 
to  accommodate  a rate  decrease,  the  tax  base  could  be  significantly  and  relatively 
indiscriminately  broadened.  To  evaluate  such  an  option,  we  estimated  the  effect 
on  sales  tax  yield  and  incidence  of  adding  clothing,  food  for  off-premises  con- 
sumption, and  a number  of  items  recently  exempt  from  the  sales  tax  base  - ser- 
vices on  clothing,  patent  medicines,  drug  and  medical  supplies,  household  sundries 
and  fuel  and  utility  sales  for  residential  use  - to  the  current  sales  tax  base. 

The  broadening  of  the  sales  tax  base  would  produce  $457  million  in  new  tax 
revenue  for  the  State  at  the  6,  0 percent  rate  currently  in  effect.  Alternatively, 
the  same  revenue  as  currently  produced  by  the  sales  tax  could  be  achieved  if  the 
rate  were  lowered  to  4.  1 percent.  The  broadened  sales  tax  base  would  grow  at 
a slower  rate  than  the  current  tax  - specifically,  at  5.  8 percent  a year  compared 
to  7.  0 percent  in  the  current  tax.  On  the  other  hand,  with  the  broader  base,  the 
sales  tax  would  not  be  sensitive  to  shifts  in  consumer  preferences.  The  tax 
would  be  considerably  more  neutral  with  regard  to  consumer  choice  and  the  State 
would  experience  revenue  growth  in  keeping  with  the  overall  growth  in  the  State's 
disposable  income. 

By  themselves,  the  individual  items  considered  for  expanding  the  sales  tax 
base  could  not  all  be  justified.  Moreover,  the  primary  justification  for  such  a 
broad  change  in  the  sales  tax  is  the  fact  that  the  lower  rate  would  lessen  the 
possible  impact  of  the  sales  tax  on  the  State's  overall  economic  growth.  In 
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a sales  tax  credit  were  taken  to  mitigate  the  inequitable  impact  of  the  tax. 
(Credit  options  are  discussed  in  the  next  section  of  this  report.)  However, 
assuming  credits  were  adopted,  such  a significant  change  in  the  nature  of 
Pennsylvania's  sales  tax  may  be  desirable. 


INSTITUTING  SALES  TAX  CREDITS 


A relatively  new  development  in  sales  taxation  in  the  United  States  is  the 
use  of  credits  - administered  through  the  personal  income  tax  - as  a targeted 
means  of  offsetting  some  of  the  inequities  inherent  in  virtually  any  sales  tax 
approach.  These  credits  have  taken  either  of  two  forms  (see  Exhibit  XX, 
following,  for  a description  of  the  features  of  these  credits): 

f Fixed  credits  (not  varying  by  income).  Fixed  credits  have  been 
established  in  Indiana  (1963),  Colorado  (1965),  Idaho  ( 1965),  and 
Nebraska  (1967).  Because  they  are  "fixed,  " they  are  relatively 
easy  to  claim  and  easy  to  administer.  On  the  other  hand,  they  are 
not  as  effective  in  correcting  horizontal  equity  problems  because 
expenditures  of  different  size  families  do  not  increase  uniformly  with 
family  size. 

? Variable  credits  (varying  by  income  and/or  family  size).  Variable 
credits  have  been  established  in  three  states  - Hawaii  (1965), 


Massachusetts  (1966),  and  Vermont  (1969)  - and  the  District  of 
Columbia  (1970).  The  form  of  these  credits  varies  widely  and,  al- 
though they  are  theoretically  effective  in  achieving  a desired  incidence 


Exliibit  XX-A 


SELECTED  FEATURES  OF 
FIXED  SALES  TAX  CREDITS 


January  1,  1970 


Amount  Per  Dependent 


State 

Year  Effective 

Credit 

Equivalent 
Sales  Exempt 

Indiana 

1963 

$ 8 

$400 

Colorado 

1965 

7 

233 

Idaho 

1965 

10 

280 

Nebraska 

1967 

7 

333 

=1=  - Credits  are  legally  designated  as  offsetting  tax  paid  on  food  for  home 
consumption  in  Indiana,  Colorado,  and  Nebraska. 

- Number  of  dependents  limited  to  the  number  claimed  on  state  income 
tax  return,  excluding  dependents  claimed  by  virtue  of  age  or  blindness. 

_ No  refund  is  given  to  taxpayers  (except  those  65  and  over)  for  whom 
the  credit  amount  exceeds  the  income  tax  obligation. 

Source:  Commerce  Clearing  House. 

McKinsey  Source:  State  and  Local  Sales  Taxes,  Tax  Foundation,  Inc.  , 1970. 
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SELECTED  FEATURES  OF 


VARIABLE  TAX  CREDITS’:^ 


State 

« 

Sales 

Tax 

Rate 

Modified 
Adjusted 
Gross  Income 
Range 

Tax  Credit 

Per 

Dependent'^ 'i' 

Notes 

District  of 

2-5% 

0 

$ 6 

Sales  tax 

Columbia 

$2, 00  l-$4, 000 

4 

2%  on  food 

4,001-  6,000 

2 

4%  on  other 

5%  on  furnishings 

Hawaii 

1/2-4% 

0-$  999 

$21 

$1,  000-  1,  999 

20 

2,  000-  2,  999 

18 

3,000-  3,  999 

17 

4,  000-  4,999 

13 

5,  000-  5,  999 

9 

6,000-  6,999 

5 

7,000-  7,  999 

3 

8,  000-  9,  999 

1 

Massachus  etts 

3% 

0-$4,999 

$ 8 

$4  for  husband 

$4  for  wife 

$8  for  other  dependents 

Size  of  Family 

" " “i 

1 

2 

3 

4 5 6 7 8 

9 

10 

Vermont 

3% 

0-$  999 

12 

23 

33 

42  50  57  63  69 

79 

8l| 

$1,  000-  1,  999 

11 

21 

40 

38  45  51  56  6l 

66 

71 

2,  000-  2,  999 

10 

19 

27 

34  40  45  50  55 

60 

6=1 

3,  000-  3,  999 

9 

17 

24 

30  35  39  43  47 

51 

5«l 

4,  000-  4,999 

8 

15 

21 

26  30  34  38  42 

46 

5(; 

5,  000-  5,  999 

7 

13 

18 

22  25  28  31  34 

37 

4(, 

6,  000-  6,  999 

0 

0 

0 

0 0 24  27  30 

33 

3(\ 

- None  of  the  credits  is  designated  as  offsetting  food  purchases. 

_ Number  of  dependents  excludes  dependents  claimed  by  virtue  of  age  or 
blindnes  s . 

Source:  Commerce  Clearing  House. 
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pattern,  they  have  proven  hard  to  administer,  in  fact.  For  example, 
according  to  the  Tax  Foundation  (see  State  and  Local  Sales  Taxes), 
both  Massachusetts  and  Hawaii  have  experienced  significant  under- 
utilization of  their  credits.  The  apparent  reason  is  the  confusion 
created  by  the  complexity  of  the  credit  structure  itself. 

The  State  Constitution  may  prohibit  the  institution  of  sales  tax  credits  in 
Pennsylvania.  A strong  argument  could  be  made  on  equity  grounds  that  sales 
tax  credits  - especially  credits  designed  to  make  the  overall  sales  tax  burden 
proportional  - are  essential  to  achieve  the  goal  of  the  uniformity  clause,  which 
is  uniform  taxation  of  all  taxpayers.  But  the  acceptability  to  the  courts  of 
credits  can  probably  be  determined  only  by  a specific  court  test.  (We  are  not 
offering  nor  are  we  qualified  to  offer  any  opinion  on  the  likely  interpretation  of 
the  Constitution  by  State  Courts.  ) However,  credits  are  a promising  means  of 
correcting  shortcomings  apparent  in  Pennsylvania's  present  sales  tax.  There- 
fore, we  present  below  an  evaluation  of  four  options  to  aid  the  Tax  Reform 
Committee  in  its  deliberations. 

OPTIONS  CONSIDERED 

The  credits  evaluated  below  are  all  a modified  form  of  fixed  credits  - 
i.  e.  , they  apply  uniformly  to  all  income  classes  but  vary  nonuniformly  by 
family  size.  Four  different  credit  schedules  are  applied  to  three  different 


sales  tax  bases  and  three  different  tax  rates. 
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The  specifics  of  each  of  four  options  are  described  fully  in  the  following 
paragraphs.  In  each  of  the  four  options,  the  credit  schedules  used  attempt  to 
equalize  the  tax  burdens  of  families  of  different  size  with  the  same  family 
income. 

Exhibit  XXI  shows  graphically  how  the  incidence  of  the  sales  tax  is  changei 
under  each  of  the  four  options  discussed.  (The  calculations  reflected  in  the 
curves  are  for  a family  of  four  persons.) 

Option  1 

Option  1 applies  a credit  schedule  using  the  current  tax  base  and  the 
current  tax  rate  of  6 percent.  The  objective  of  the  credits  in  Option  1 is  to 
make  the  tax  burden  progressive  up  to  a family  income  of  $10,  000.  The  credil 
amounts  by  family  size  from  one  through  six  persons  and  over  are:  $12,  $18, 
$21,  $30,  $35,  $35. 

The  curves  for  Option  1 on  Exhibit  XXI  show  that  the  credits  make  the 
tax  progressive  up  to  about  $13,  000  income  per  family.  Our  calculations  shovj 
the  cost  to  the  State  in  loss  of  tax  revenue  would  be  about  $78  million  annually 
versus  revenue  levels  for  the  current  sales  tax  base  and  rate. 

Option  2 

Option  2 has  the  same  objectives  as  Option  1,  but  broadens  the  tax  base 

I 

to  include  clothing.  It  employs  a tax  rate  of  5.  5 percent  and  a credit  schedul 
for  families  of  one  through  six  persons  and  over  of:  $6,  $12,  $19,  $24,  $31, 

The  objective  of  progres sivity  is  achieved  (Exhibit  XXI),  but  not  to  the 


same  extent  as  under  Option  1.  The  financial  results  of  the  broadened  base. 


Exhibit  XXI 
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the  lower  tax  rate,  and  the  credit  schedule  would  drop  sales  tax  revenues  only 
$6  million  annually  from  sales  tax  revenue  levels  with  the  current  tax  base  and 
rate. 

Option  3 

Option  3 aims  at  progressivity , requires  no  taxes  from  families  with 
incomes  of  $3,  000  or  less,  uses  the  same  tax  base  as  Option  2 (current  plus 
clothing),  and  employs  a tax  rate  of  6 percent.  It  uses  a credit  schedule  for 
families  of  one  through  six  persons  and  over  of;  $18,  $25,  $33,  $43,  $48,  $48. 

The  progressivity  pattern  is  similar  to  that  of  Option  1 but,  of  course, 
the  tax  burden  starts  above  $3,000.  Under  this  option,  annual  sales  tax 
revenue  would  increase  $17  million  over  that  generated  by  the  current  sales 
tax  base  and  rate. 

Option  4 

Option  4 aims  at  progressivity  up  to  $10,  000  of  family  income  and  uses 
a much  broadened  rate  base  which  includes  current  plus  clothing,  food  and 
a number  of  items  recently  exempted  from  the  sales  tax.  A tax  rate  of  5 percei 
is  used  together  with  a credit  schedule  for  family  sizes  from  one  through  six  pe 
sons  and  over  of:  $38,  $53,  $73,  $90,  $100,  $107. 

Progressivity  is  achieved  up  to  about  $10,  000  of  family  income,  and  the 
loss  from  current  levels  of  sales  tax  revenue  would  amount  to  about  $25  million 


annually. 
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>i= 

Separate  calculations  show  that  inequities  still  exist  in  all  the  options 
among  families  of  different  sizes.  For  example,  under  Option  3,  a family  of 
five  earning  $10,000  a year  would  still  pay  almost  15  percent  a year  more 
sales  tax  (net  of  the  credit)  than  a family  of  two  with  the  same  income.  Cor- 
rection of  this  deficiency  by  modification  of  the  fixed  credit  schedules  con- 
sidered in  the  four  options  would  result  in  very  low-income  small  families 
paying  more  net  tax  than  large  families  - equally  as  inequitable  as  the  current 
situation.  This  shortcoming  of  the  form  of  the  fixed  type  credits  evaluated 
could  be  overcome  by  using  a variable  (by  income)  credit  schema.  However, 
as  mentioned  earlier,  states  using  this  form  appear  to  have  found  the  benefits 
of  such  credits  in  terms  of  improved  incidence  are  probably  more  than  offset 
by  the  difficulty  in  administering  them. 

We  did  not  estimate  the  cost  of  administering  the  sales  tax  credit  approach. 
However,  the  cost  should  be  limited  because  the  credits  could  be  administered 
through  the  State's  personal  income  tax  collection  procedure.  In  effect,  tax- 
payers filing  their  annual  income  tax  returns  would  be  assuming  much  of  the 
administrative  burden.  However,  the  State  would  incur  some  additional  expense 
in  publicizing  the  availability  of  the  credit  and  making  refunds  to  taxpayers  with 
no  net  income  tax  liability. 

Sales  tax  credits  offer  an  effective  means  of  achieving  tax  policy  goals 


for  Pennsylvania.  The  net  cost  to  the  State  would  be  small;  administration  of 
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the  credits  would  be  relatively  inexpensive  and  simple,  and  the  effect  on 
incidence  would  be  significant.  Legal  research  will  probably  be  required  to 
determine  the  feasibility  of  instituting  credits  in  Pennsylvania. 

CONCLUSIONS 

The  options  evaluated  throughout  this  report  were  chosen  to  highlight  the 
key  choices  facing  the  State  in  formulating  a new  sales  tax  policy.  The  metho 
developed  and  tested  in  evaluating  options  can  be  used  to  evaluate  other  specif 
options  judged  by  the  Tax  Reform  Committee  to  be  alternatives  that  should  be 
quantified  as  a basis  for  arriving  at  their  final  recommendations. 

As  mentioned  at  the  beginning  of  this  report,  we  did  not  include  in  the 
scope  of  our  work  the  assessment  of  possible  reforms  in  the  sales  tax  on 
business  purchases  or  specific  problems  in  the  overall  administration  of  the 
sales  tax.  The  Tax  Reform  Committee  recognizes  this,  of  course,  along  with 
the  fact  that  considerable  work  needs  to  be  done  in  these  areas  as  well  as  thos 
important  ones  dealt  with  in  this  report,  before  the  policy  choices  can  be 
defined  clearly  and  specific  recommendations  made. 


! 


APPENDIXES 


Appendix  A - 1 


METHODOLOGY  USED  IN  EVALUATING 
RETAIL  SALES  TAX  OPTIONS 

The  report  discusses  in  detail  the  results  of  the  analysis  of  specific  retail 
sales  tax  options.  Of  equal  importance  in  the  progress  of  the  overall  tax  reform 
project  is  the  development  of  methodology  for  assessing  options  that  are  gener- 
ated by  State  officials  or  members  of  the  Tax  Reform  Committee.  In  this  ap- 
pendix, we  describe,  in  some  detail,  the  methodology  or  process  we  developed 
for  performing  the  analyses  described  in  the  report. 

Most  of  the  calculations  discussed  below  are  automated  on  a General  Electri 

Mark  IV  time-sharing  system.  Therefore,  incidence  and  yield  calculations  can 

* 

be  done  quickly  - if  data  are  available.  (The  problem  in  evaluating  sales  tax 
options  is  that  accurate  data  on  the  pattern  of  consumer  expenditure  by  income 
level  are  not  often  readily  available  at  a level  of  disaggregation  adequate  for 
formulating  tax  policy.  ) 

The  appendix  is  organized  into  three  sections,  paralleling  the  three  major 
elements  of  our  analysis.  These  three  sections  are: 

f Evaluation  of  the  trends  in  sales  tax  revenue  by  source 
f Evaluation  of  changes  to  the  sales  tax  base  or  rate 
S Evaluation  of  sales  tax  credits. 

In  each  section,  the  basic  logic  of  the  analysis  is  presented;  major  sources  of 
data  (and  the  difficulties  in  data  preparation  and  manipulation)  are  noted;  and 
finally,  the  capabilities  of  the  automated  routines  are  described  in  detail. 
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EVALUATION  OF  TRENDS  IN 
SALES  TAX  REVENUE  BY  SOURCE 

A first  step  in  the  evaluation  of  Pennsylvania's  current  sales  tax  was  to 
assess  a number  of  questions  related  to  the  current  tax,  specifically: 

? What  are  the  major  sources  of  revenue  in  the  present  tax? 
y How  has  the  role  of  major  sources  of  revenue  changed  over  time? 
y What  has  been  the  effect  of  legislative  changes  on  sales  tax 
revenue  by  source? 

To  answer  these  questions  historical  data  on  tax  yield  by  industrial  clas- 
sification were  collected  from  the  Department  of  Revenue*  for  the  9 -year  peri 
July,  1962  to  June,  1971.  For  each  of  the  nine  years,  the  data  were  entered  in 
a computerized  historical  data  base  consisting  of  nine  data  files  - one  for  each 
year.  In  addition,  legislative  changes  documented  by  the  Commerce  Clearing 
House,  State  Tax  Guide,  were  noted.  (It  is  important  to  note  that  the  only 
significant  change  in  the  tax  data  base  during  this  period  was  the  extension  of 
the  tax  to  food  items  between  10  cents  and  50  cents  in  1968.  ) 

Two  computer  programs  were  developed  to  process  the  historical  data  1 
collected: 

1.  The  first  program  created  a data  base  consisting  of  a series  of  data 
files  which  contain  the  9 -year  history  of  each  of  the  major  industria 

I 

classifications . 

I 

* - The  revenue  figures  published  by  the  Department  of  Revenue  for  1962-  s 
were  adjusted  to  5 percent.  Therefore,  these  figures  are  not  the  true 
revenue  figures  for  1962  - 1963.  This  data  was  readjusted  to  reflect  t 
true  revenue  and  stored  in  data  file  SALERI. 
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2.  The  second  computer  program  calculated: 

The  percentage  contribution  of  each  component  in 
the  same  industrial  classification  to  the  total  revenue 
raised  in  that  category 

The  annual  sales  tax  revenue  yield  per  1 percent  of 
sales  tax  rate 

The  annual  percentage  growth  rate  for  1 percent  of  sales 
tax  rate  (change  from  previous  year) 

The  percentage  gro-wth  of  tax  revenue,  using  1962  to 
1963  revenue  as  the  base  year 

, " The  annual  percentage  growth  rate  for  the  total  sales  tax 

revenue  (change  from  previous  year). 

The  logic  flow  of  the  calculations  performed  by  both  of  these  programs  are 

shown  in  Exhibit  A - 1,  following;  Exhibit  A - 2,  following,  shows  the  format 

of  the  output  from  this  program. 

EVALUATION  OF  CHANGES  TO 
THE  SALES  TAX  BASE  AND  RATE 
AND  SALES  TAX  CREDITS 

The  second  major  analytic  problem  that  had  to  be  addressed  involved  evalu- 
ating the  effect  on  the  current  sales  tax  of  selective  changes  in  the  tax  base  in 
terms  of  incidence  and  yield.  These  basic  calculations  were  automated  and 
represent  the  heart  of  the  sales  tax  analysis  system.  By  combining  data  on 
selective  changes,  broad  changes  in  the  tax  base  can  similarly  be  evaluated. 
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PROCEDURES  FOR  ANALYZING  TRENDS  IN  SALES  TAX  REVENUE 
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A logic  flow  for  the  set  of  calculation  used  in  evaluating  changes  to  the 
tax  base  and  rate  are  shown  in  Exhibit  A - 3,  following.  Sample  output  from  the 
computer  programs  is  shown  in  Exhibit  A - 4,  following.  The  key  elements 
of  data  required  to  operate  the  computer  program  used  in  the  calculations  are: 

5 Distribution  of  Pennsylvania  households  by  disposable  income  level 
and  family  size.  The  calculations  required  to  prepare  such  a dis- 
tribution are  described  in  detail  on  a separate  report  on  income 
distributions . 

y Data  on  consumer  expenditure  patterns  by  family  size  and  income 
level.  These  data  were  drawn  from  the  Bureau  of  Labor  Statistics 
(BLS),  Survey  of  Consumer  Expenditures  I960  to  1961,  (Total 
Northeast-Urban  and  Rural).  The  data  were  smoothed  using  a re- 
gression program  developed  by  McKinsey  and  adjusted  manually  to 
eliminate  apparent  discrepancies  in  the  data  and  to  match  the  data  to 
published  data  on  total  retail  sales.  The  resultant  family  of  con- 
sumer expenditure  curves  were  used  to  estimate  expenditures  at 
the  median  disposable  income  levels  used  in  this  study. 

The  first  part  of  the  computer  program  then  estimates  total  retail  sales, 
total  sales  tax  yield  and  a distribution  of  the  percentage  of  taxable  expenditures 
by  income  level  and  family  size.  The  calculations  involve  multiplying  the  taxable 
expenditure  estimates  for  each  family  size  and  income  level  by  the  number  of 
households  in  the  disposable  income  distribution  at  the  same  income  level  and 


family  size,  and  aggregating  the  results.  The  calculated  retail  sales  which  are 
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PROCEDURE  FOR  ANALYZING 


BASE  AND  RATE  CHANGES 
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SAMPLE  OUTPUT:  INCIDENCE  CALCULATIONS 
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output  from  the  program  are  then  manually  compared  to  published  sources  - e.  g.  , 
the  Census  of  Business  - to  verify  that  the  total  retail  sales  estimated  (or  the 
sales  tax  yield  - which  is  also  calculated  in  the  program)  match  the  total  reported 
retail  sales  by  class  of  trade.  Where  the  estimated  retail  sales  does  not  match 
the  data,  hand  adjustments  to  the  consumer  expenditure  date  were  made  to  obtain 
a better  fit.  In  general,  this  process  is  not  too  precise  except  for  the  fact  that 
the  pattern  of  the  consumer  expenditure  on  particular  consumption  items  changes 
only  very  slowly  with  time  and  the  hand  adjustments  tend  to  be  minimal. 

The  output  of  this  part  of  the  program  are  the  tax  incidence  patterns  shown 
in  detail  in  Appendix  B and  illustrated  in  exhibits  in  the  main  body  of  the  report. 

The  second  part  of  this  computer  program  and  analytic  technique  involves 
the  manipulations  required  to  estimate  the  effect  of  particular  credit  schema 
on  sales  tax  incidence.  The  calculations  themselves  are  relatively  simple:  The 
pattern  of  sales  tax  incidence  calculated,  as  described  in  the  previous  section, 
is  fed  as  input  to  a computer  program.  In  addition,  the  format  of  the  credit  - in 
terms  of  dollars  and  credit  by  income  and  family  size  - are  entered  as  input. 

The  program  then  combines  the  incidence  patterns  with  the  credit  to  calculate  an 
adjusted  incidence  pattern  and  the  cost  of  the  credit  option  itself  in  terms  of 
direct  loss  of  tax  revenue. 

These  calculations  are  illustrated  in  Exhibit  A - 5,  following.  The  results 
of  the  calculations  for  the  credit  options  considered  in  the  report  are  also  shown 


in  Appendix  B.  The  major  limitation  in  using  the  current  analytic  process  is  that 


Exhibit  A - 5 


PROCEDURE  FOR  EVALUATING 


CREDIT  MECHANISMS 
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credit  schema  have  to  match  precisely  income  levels  used  in  the  income  distribu- 
tion input  to  the  previous  setup  programs.  Since  these  income  levels  can  be  ad- 
justed by  an  automated  technique  described  in  the  income  distribution  analysis, 
this  limitation,  while  cumbersome,  does  not  inhibit  the  overall  effectiveness  of 
the  technique. 

This  basic  approach  of  estimating  sales  tax  yield  and  incidence  patterns  is 
in  one  sense  crude.  It  is  only  as  accurate  as  the  input  data  provided  by  the  BLS, 
Survey  of  Consumer  Expenditure  data.  These  basic  input  data  are  already  10  years 
old  and  will  not  be  updated  by  comprehensive  survey  until  approximately  1975. 
However,  as  noted  above,  the  pattern  of  consumer  expenditures  changes  very 
slowly  over  time  and,  while  in  detail  the  procedure  may  not  be  precise,  it  never- 
theless gives  policymakers  a reasonably  accurate  picture  of  the  pattern  of 
incidence. 

The  major  constraint,  implicit  in  the  above  description  of  the  process,  is 
the  fact  that  the  calculations  of  incidence  and  yield  are  only  as  accurate  as  the 
published  data  on  consumer  expenditures.  At  a highly  aggregate  level  - such  as 
for  total  consumer  expenditures  - these  data  are  very  precise.  As  the  level  of 
disaggregation  increases  - e.  g.  , as  total  consumer  expenditures  are  broken  into 
their  component  parts  - the  accuracy  of  the  data  decreases  significantly. 

Because  of  the  crucial  role  of  these  data,  it  is  clear  that  the  evaluation  of 
selective  changes  in  the  sales  tax  base  becomes  less  and  less  precise  as  the  level 
of  disaggregation  of  consumer  expenditures  increases.  Offsetting  this  lack  of 


precision  in  the  calculations  is  the  fact  that  minor  changes  in  the  sales  tax  base. 
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overall,  do  not  have  a significant  impact  on  the  total  pattern  of  incidence  of  the  I 
State's  sales  tax.  In  other  words,  the  level  of  accuracy  may  decline,  but  so  doei 
the  need  for  really  detailed  accuracy. 


Appendix  B - 1 


DETAILED  RESULTS 

In  this  appendix,  detailed  results  for  calculations  which  are  illustrated  in 
the  main  body  of  the  report  and  calculations  which  were  done  in  the  course  of 
the  project,  but  were  not  discussed  in  detail  in  the  report,  are  shown.  Specifi- 
cally, the  appendix  contains  computer  printouts  showing  the  relative  tax  burden 
as  a percent  of  family  disposable  income  of  a sales  tax  applied  to: 

5 Current  tax  base 
y Clothing  (not  now  taxed) 
y Current  base  plus  clothing 
y Food  (not  now  taxed) 
y Current  base  plus  food 
y Recently  exempted  items 

y Current  base  plus  food,  clothing  and  recently  exempted  items 
In  addition  the  results  of  the  calculations  of  incidence  for  the  four  credit 
options  evaluated  are  shown! 
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CURRENT  TAX  BASE 


T0TAL  SALES  TAX 

T0TAL  SALES  TAX  REVENUE  FR0M  CURRENT  TAX  BASE  (MILLI0N  $)  = 404.816 


SALES 

TAX 

PAID  BY 

EACH  H0USEH0LD  F0R 

CURRENT 

TAX  BASE 

1 

2 3 

4 

5 

6 

C-3 

12.395 

18.4713 

21  .5827 

30.8162 

35.1401 

34.8988 

3-5 

58.4375 

55.924 

5 7.6029 

63.7458 

69.8274 

69.726 

5-6 

85.2942 

78.2  796 

81  .1332 

85.5252 

91 .929 

91.746 

6-7 

102.495 

92  .814 

96.588 

99.8778 

106.612 

106.359 

7-8 

119.755 

10  7.343 

1 12.169 

114.263 

121  .43 

121.012 

8-lC 

143  .494 

128.824 

135.183 

135.769 

143.  147 

146.069 

10-15 

1 66.477 

1 70.62 

183.635 

187.422 

188.347 

187.462 

1 5-20 

200.237 

207.522 

21  7.562 

222.211 

229.299 

231  .275 

20+ 

217.077 

224.314 

237.501 

241 .742 

255.507 

256.85  1 

SALES 

TAX 

REVENUE 

FR0M  CURRENT  TAX  BASE  AS  A 

7.  0F  DISP0SALBE  INC0ME 

1 

2 

3 

4 

5 

6 

0-3 

0.925583 

1 .2  0285 

1 .24342 

1 .77187 

2.11208 

1 .93  882 

3-5' 

1 .492 

1 .39835 

1 .43969 

1 .59429 

1.74157 

1.74219 

5-6 

1 .5508 

1 .4232  7 

1 .47515 

1 .555 

1 .67144 

1.6681 1 

6-7 

1 .57  685 

1 .42  791 

1 .48597 

1 .53658 

1.64019 

1 .63  629 

7-8 

1 .59674 

1 .43124 

1 .49558 

1 .52351 

1.61906 

1.6135 

8-10 

1 .61  867 

1 .43  62  5 

1 .50614 

1 .51263 

1 .595  77 

1.626 

10-15 

1 .33181 

1 .3  6496 

1 .46908 

1 .49938 

1.50678 

1.49969 

15-20 

1 .1  4421 

1 .18584 

1 .24321 

1 .26977 

1 .31028 

1.32157 

20+ 

0.581404 

0.640053 

0.70821 

0.709661  0.713776  0.746951 
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CLOTHING  (NOT  NOW  TAXED) 


TDTRL 

SRLE 

S TRX  RE 

VENUE  FROM  DELTR  CLOTHING 

(MILLION 

= 139 

SRLES 

TRX 

PR in  BY 

ERCH  HDUS 

EHOLD  FOR 

DELTR  CLOTHING 

1 

o 

3 4 

5 

6 

0-3 

5.71393 

6 . 3347 

1 1 . 4333 

1 1 .7  033 

13.5399 

13.9963 

c 

'Zf 

14.5465 

1 4 . 333 

31 .9751 

33  .7174 

34  .7635 

35 .5331 

5-6 

30.4437 

31  .3343 

36.651 

39 .9937 

33 .9333 

33 .0719 

6-7 

*-1  “•  i-N  “7  -Y 

L.  L.  • k-  •.>  1 k. 

33.3363 

3'?  . 736 1 

34  .3463 

33 .343 

33 . 0433 

7-3 

34 .1347 

35.3333 

33 .3151 

39.7057 

43 . 5 0 09 

43 .9006 

3-10 

36 . 64  1 6 

30 . 0333 

37.4071 

46  .3769 

51 .3651 

53.5009 

il  0-15 

33 . 3356 

41.1707 

43  .3431 

64 . 0 036 

69 .8303 

73.1544 

.15-3  0 

43 .5409 

56 .9533 

63 . 3 1 96 

30.4394 

96.361 

1 0 1 .131 

130+ 

56 .7563 

76.7113 

36.311 

94  .9343 

134  .743 

134 .633 
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FROM  DELTR  CLOTHING 
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5 

6 
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0 

0 
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300537 
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0 . 3533‘5  0 . 549333  0 . 563 166  0.61 7753  0 . 637977 

0 . 336933  0 .434564  0 . 54533 1 0 . 593796  0 . 6 0 1 3 07 

0.34195  0.457479  0.556095  0.533354  0.535366 


0 

0 

0 

0 

0 


533443 
53473 
5 3 '5  36  6 
535441 
1333  3 


0.437535 
0 .416771 


0 

0 

0 


,336745 

,364635 

,357075 


0.5394  09 
0.533363 
0.513031 
0.459939 
0.378661 


0 . 53  0 013 
0.571493 
0.559046 
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0.535343 
0.53443 
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CURRENT  BASE  PLUS  CLOTHING 


TDTRL  CONS 

LINER  EX 

PENDITLIRES 

IN  N ILL  I DNS  OF  :l 

= 35931 

. 6 

v SPENT  DM 

THIS  C 

□ NS LINER  CRTEGDRY  IN 

= 

34.3116 

SRLES  TRX 

PR  ID  BY 

ERCH  HDUS 

EHDLD  FDR 

RUriED  CLOTHS 

1 

c. 

3 

4 

5 

6 

0-3 

13.1079 

34.756 

33 . 066 

43.5139 

47.67 

47.395 

3-5 

73.934 

70 .357 

79.573 

36 . 463 

94.596 

95.359 

105. 733 

99.564 

1 07.734 

115.513 

134  .363 

1 34 . 3 1 3 

6-7 

134.733 

115.041 

1 36 . 334 

134 . 7 c!  4 

144.355 

144.403 

143.33 

1 33 . 736 

144.934 

153.969 

164.931 

164.913 

3-10 

170.136 

153.347 

173.59 

133.646 

194.413 

193.57 

1 0-15 

199.313 

31 1 .791 

331 .973 

351 .434 

353  .333 

3 6 0.61 6 

15-30 

343.773 

364.474 

c.  c*  1 ■ ■-*  C'  c! 

303.7 

335.56 

333 . 4 06 

3 0+ 

373.334 

301 . 036 

•1*  O ■ 7 1 

^ • 1 J. 

3 36 .666 

330.35 

391  .533 

•SRLES  TRX 

REVENUE 

FRDN  RriDED  CLOTHS 

RS  R ■;  OF 

DISPOSRLBE  INCOME 

1 

3 

3 

4 

5 

6i 

0-3 

1 . 353 1 9 

1.61311 

1 .9  05 

3 .44476 

3 . 365 1 3 

3 . 66  033 

3-5 

1 .36339 

1 .75675 

1 .93393 

3.16345 

3 . 35933 

3 . 33  0 1 7 

5-6 

1 .93351 

1.31 035 

1 .95971 

3 . 1 0033 

3 . 37  034 

3.36943 

6-7 

1 .91973 

1.7 6936 

1 .94345 

3 . 07363 

3 .33354 

3,33166 

7-8 

1 .9134 

1 . 76963 

1 .93313 

3 . 05393 

3 . 1 99  03 

3.19334 

3-10 

1.91919 

1 .77  099 

1 .93391 

3 . 03439 

3.1 6736 

3.31 0 4 3 

10-15 

1 .5935 

1 .69433 

1 .35533 

3.01 139 

3 . 06533 

3 . 03493 

15-30 

1 .3373 

1 .51133 

1 .6079 

1 .73971 

1 .36  0 3 4 

1 . 39946 

30+ 

0 . 7334 1 

B 0.35394 

0.96533 

4 0.3833 

33  1 .06335  1 .1336i 
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FOOD  (NOT  NOW  TAXED) 


KXPFMDI  Tir^p.S  I \J  MILLIQVS  OP'  ? = R5931.6 

^“P.\’T  TM  THIS  C)HSUXF,H’  CATF'.GIHY  I H = 1-^J.0P85 
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-AID  py 
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FOOD  MOT 

MOW  TAXED 

1 
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1 0 

5 

6 

n-  3 

1 7. 90  A 

96. 38 « 

OO . 338 

52.887 

50. 756 

62.  09  1 

3-  b 

9 7 . H 6 9 

05.033 

55.068 

62. 289 

63.  09 

78.207 

5-6 

9 5. 59 

09.98 

69.3  1 

73.998 

75. 333 

88 . 07 

6-  7 

96 . 999 

50.391 

6 5.  18  0 

79.220 

82.091 

90. Q26 

7-P 

96.99 

50.772 

69.109 

83.  78  1 

90.717 

99.809 

F-  1 n 

95.  H/46 

59. 359 

73.1 60 

89. 37 

102. 228 

107.37 

! n-  1 s 

1 7. 398 

56.007 

82.016 

102. 320 

1 12. 566 

1 1 5. 8 20 

1 5--pn 

8 . 58 

6 1 . 790 

82. 536 

1 05.08 

118.29 

192.28 

9 0 + 

5.  766 

59.970 

78. 588 

105.830 

130.95 

131. 6A7 

T AY 

PEHFIMI’F 

EH 00  FOOD 

MOT  MOW  TAXED  AS  A 

7-  OF  DISPOSALPE  IMC3.XE 

1 

9 

3 

0 

5 

6 

0-3 

1 . 3/J36  8 

1.71838 

9. 39395 

3. 0009 

3.  29 1 08 

^3. 409  5 

3-5 

0.701  1 AjH 

1.19603 

1 . 37630 

1 . 55786 

1 . 57353 

1 .95H1 

S-6 

0 . A65973 

0 . 908797 

1 . 1 399  1 

1 . 30502 

1.36969  1.60855 

6-  7 

0 . /J  OH  49  9 

0 . 775906 

1 . 0 0283 

1.21883 

1.96909  1.00655 

7-c< 

0 . 3^496 

0 .67696 

0.99136 

1 . 1 1708 

1 .90956 

1 . 33132 

8-  1 n 

0.98  70-'! 

0. 58  37  51 

0.815158 

0.995686  1.13961  1.19592 

1 n-  1 5 

0 . 1 38  69AJ 

0 . OAj8  0 56 

0.659328  0.818592  0.900528  0.926592 

1 5-?a 

A. 9 0 98  6 E 

-9  0.353109  0. 071630  0.602703  0. 

675903  0.698703 

90  + 

1 . 5HA4  33E 

-9  0.151155  0.230303  0.310688  0. 

365818  0.382902 
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CURRENT  BASE  PLUS  FOOD 


TQT/^L  CO^JSUMF.^-^  EXPENDITURES  IN  MILLIONS  OF  S = 85931.6 

7 SPENT  ON  THIS  CONSU/"H  CATEGORY  IN  = ^0.0^66 

SALES  TAX  PAID  HY  EACH  HOUSEHOLD  FOR  FOOD  ADDED  TO  PRB^SENT  BASE 
1 8 3 . A 6 6 


n - 3 

30 . 389 

AA.8593 

61.9806 

83.703 

89.8968 

96.99 

3-  5 

85.8996 

100.957 

118.671 

186.035 

1 38.9 1 7 

1 A7.9  33 

5-6 

1 10.88/4 

1 88 . 86 

1 A 3. A A3 

1 59. 583 

1 67.868 

180.816 

6-7 

1 88 . 787 

1 A 3 . 8 0 5 

161. 778 

1 79.  1 02 

189.  10  3 

800. 38  5 

7-F< 

1 A5.975 

1 58.  1 1 5 

181.871 

198 . 0 AA 

818. 1A7 

880.861 

8-  1 0 

168. 9 A 

181.183 

808. 3A7 

885. 1 39 

8A5. 375 

8 53.  A 39 

10-15 

183.805 

886.687 

866. 051 

889. 7A6 

300.913 

303.886 

15-80 

808.817 

869. 316 

300. 098 

38  7.69  1 

3A7. 589 

353. 555 

80  + 

888. 8A3 

8 7 7. 88  8 

316. 089  , 

3A7. 576 

38  6.  A 57 

388.518 

S ALE 

TAX  REVENUE  F 

ROM ' FOOD 

ADDED  TO 

PRESENT 

BASE 

AS  A 

T/  OF  DISPOSAL 

BE  INCOME 

* 

1 

$ 

3 

A 

5 

6 

0-3 

8.86986 

8.98183 

3. 56737 

A. 8 1 876 

5. An316 

5. 38833 

3-5 

^ 8.19315 

8.01608 

8. 58A39 

8.81603 

3. 1 521 5 

3. 3151 

3. 69689 

5-6 

8.33199 

8.60806 

9.900 Ag 

3. OAl  1 3 

3.87665 

6-7 

1.9813A 

8.20315 

8. A888 

8. 755A 1 

8.9  0988 

3. 08885 

7-  « 

1 .9A63A 

8.1088 

8. A 169  A 

8. 6A059 

•8.88868 

g.9AA82 

8-  1 0 

1.90571 

8.08001 

8.3813 

8.50831 

8. 73538 

8.82188 

10-15 

1 . A70  A/4 

1.81308 

8. 188A1 

8. 31797 

8. A0731 

2. A8688 

1 5-8n 

1 . 1938A 

1 . 53895 

1 . 71 A85 

1 .87258 

1 . 98688 

8.  08038 

2n+  n.596SA7  0.79  1 808  0.9A8553  ,1.08035  1.07959  1.  18985 
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RECENTLY  EXEMPTED  ITEMS 


TOTAL 

COV  SUMER  EX  PEO  I'l  TUHE  S 

IM  MILLIONS  OF  ? 

= 25931. 

6 

2 SPENJT  00  THIS  CI.'nJSUHF.H  CATEGOST  I \J 

= 

5.  1 0 556 

SAL  VC 
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EACH  HDILSEHOLD  EOS 
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1 

2 3 

4 

5 

6 

0-3 
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11.9236 

3-  5 
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5-6 

12.0624 

19. 4988 
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2 1 . 5664 

22.11 24 
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6-  7 

13. 1712 

21.657 

22.2  0 36 

24. 7224 
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7-8 

14.28  36 
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24.2274 

26.9676 

27.4272 
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8-  1 0 

15.8004 

26.99  1 6 

27.  383A 

30. 0366 

31.3314 

28.995 

10-15 

31.68 

■33.66 

31.284 

33.66 

39.6 
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15-20 
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30.096 

28.116 
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2 5.74 
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37.62 

23. 364 

19.8 
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« 
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3 
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5 

6 
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1 5-  ?.  0 
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2 5.90421E-2  6.16127E-2  4.53564E-2 


0 . 3921 1 6 
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0. 359568 
0 . 334643 


0.402044 
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0 . 365696 
0 . 322766 
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CURRENT  BASE  PLUS  FOOD,  CLOTHING 


AND  RECENTLY  EXEMPTED  ITEMS 


TDTHL 

ISDN  SUMER  EX 

PENDITLIRES 

IN  MILLIDNS  DF  'i: 
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. 6 

SPENT  DM  THIS  C 
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= 

53.4447 
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114.35 
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3-5 
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165.954 

1 75 . 838 
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5-6 

143.39 

169 . 043 

1 9 0 . 08 

811. 088 

888  . 3 08 

835.4 

6-7 

164.833 

187.071 

813 .67 

838 .658 

858 . 08 

863 . 8 04 

7-8 

184. 384 

807.311 

838.895 

864 . 7 06 

883.051 

898 . 1 89 

8- 1 0 

81 1 .388 

838 . 1 56 

873 .137 

3 08 . 053 

387.959 

334 . 935 

10-15 

8 4 y . y 8 

3 0 1 .45 y 

345.678 

387.408 

410. 394 

416. 838 

15-80 

888 .648 

356 . 364 

398 . 034 

4 3 . y y 

469 .59 

484 . 386 

•8  0+ 

317.88 

377 .364 

488 . 1 

463.483 

587 .436 

543 

SRLES 

TRX  REVENUE 

FROM  +FDDn+C;LDTH  R 

S R X DF 

niSPDSRLBE  INCOME 

1 

L. 

O 

4 

5 

1;. 

0-3 

3 . 88758 

4 . 05748 

4.91 884 

5 . 943  08 

6.87893 

6.77877 

3-5 

8.88761 

3 . 89  0 04 

5 . 7853 

4.15053 

4.3856 

4.78783 

5—6 

8 . 6 07 1 

3 . 0 f'  -S  5 1 

5.456 

O T*  C*  ^ 
•-»  • •-»  •-*  1 C'  O 

4.04197 

4 . 83  0 0 1 

6-7 

8 . 58666 

8 . y f'  y 08 

3 . 88728 

3.67158 

3.87315 

4 . 04989 

7-8 

8.45845 

8 . 764 1 5 

5.17787 

3.58941 

3 . 774  08 

3.89586 

8-1  0 

8 .38447 

8.6558 

5 . 043 1 6 

“i  c* o 

•«»  ■ L- 

3 .65608 

3 . 78848 

10-15 

1 .99056 

8.41166 

8 . 76548 

3 . 09986 

3.88315 

3 .33466 

15-8  0 

1.6151 

8 . 03637 

8.84019 

8.50817 

8 . 68337 

8 . 6 i 9 8 

80+ 

0 .84968 

1 . 07676 

1 .85867 

1 .36068 

1 .47343 

1 .5791 
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CREDIT  OPTION  1 


\~rr' 

f’£c>i^e.es5.\\j\TV  OP  "TO  \occ»|^^6 

TO  ^ \ CO  o 

V 2,  5.  4 5 

cc5.^rc.\-r 

4.\2-  1©  ^ 3o  3e»  3S 

C.O^^cP 

<i,c>eJicOT 

TDTHL  TRX  PR  ID  BY  FRMILY  SIZE  IMCDME  CLRSS 


1 


0-3 

0.433237 

0.307933  0.7537 

3-5* 

43 .3339 

33.1731  33.3333 

5-3 

73.5271 

30.5347  60.4509 

6-7 

90.7435 

75.1133  75.9203 

7-e 

1 08 .013 

39.3542  91.5133 

3-1  0 

131 .739 

111.148  114.542 

10-15 

154.713 

152.948  133.002 

15-2  0 

188.455 

189.82  193.335 

2 0+ 

205 .242 

203.575  216.783 

X DF  DISPO 

ISRELE  INC 

DME 

0-3 

3.48153E- 

2 3.95921E-2  4. 

1 .77735E- 
3-5 

. O 

L. 

1 .19071 

0.954573'^  0.92192 

5-3 

1 .33383 

1.10113-^  1 . 099 1 1 

3-7 

1 .39305 

1 .15559^  1 .13301 

7-S 

1 .44022 

1 .19539  .22013 

8-10 

1 « 4834 

1 . 239 19  1 .27317 

1 0- 1 5 

1 .23774 

1 .22353^  1 .3  04  02 

15-2  0 

1 . 07339 

1 . 03433  1 .125  03 

2 0+ 

0.549703 

0.539435  0.3434 

TDTRL  TRX 

PRID=  32 

:3513 . 

4 5 6 

SI  l.l::i4S?  n.'564S45  0.320013 


34 . 1 399 

35.3419 

•“  tr  -1 CT  ^ cr 

•I'  J m C,  J b 

55 . 9839 

57 .4993 

57 . 3 094 

70.3599 

72.1914 

71.9143 

84.7531 

37 .0134 

33 .5739 

1 0 3 . 2 2 

1 03.741 

1 1 1 .353 

157 .947 

153.933 

153. 032 

192.753 

194.352 

193.305 

212.114 

22  0. 943 

222 .271 

5997E-2 

6 .52534E- 

2 3 .391 3 IT'  E 

0.354593 

0.33143 

5 0.330929 

1 . 01793 

1 . 04545 

1 . 04 1 99 

1 . 03243 

1.11 034 

1 . 1 0333 

1 . 13004 

1 .13022 

1 .15433 

1 . 13399 

1 .21222 

1 .2429 

1 .23353 

1 .23143 

1 .22425 

1 . 1 0143 

1 . 1 1344 

1 .1243 

:•  S 0 . t'  3 2 6 S 4 0 . 6 1 7 c 3 IJ  . 3 4 3 Z'  3 9 
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CREDIT  OPTION  2 


coOAe-CrrvviA;. 

F1f2.0S»ft.H^S.W\‘rV  oP-ro  ^\Ojoe>c» 

Si'ZJE' 

1 3 <ir»- 

cejeT>i-> 

^4^  C-  \-2_  \ 3 "Z-A-  3 V 3l 

‘SprU&S  -TfV'/. 

^.^s'<yo 

a<VS.«e 

Co<lj£.^tJrr  -v  cu£rrH\  fJA 

TDTRL  TRX  PR  ID  BY  FRNILY  SIZE  INCOME  CLRSS 


1 

L.. 

o 

4 

5 

6 

0-3. 

1 0 . 6586 

1 0.8343 

1 1 .5637 

15.3459 

13.3345 

13.4335 

3-5 

61.1318 

53.6903 

54  .385 

55  .8  063 

56.4338 

57 . 0599 

5-6 

91 .3531 

79.6418 

80.3175 

83.535 

84  .3983 

84  .3476 

6-7 

1 08 . 763 

93 . 8635 

97.3579 

1 0 0 . 1 97 

1 IJ  3 .673 

1 03.334 

f C* 

136.331 

110.117 

114.507 

117.881 

131.13 

131 . 073 

3- 1 0 

150 .461 

134 .134 

139.875 

144.336 

148.309 

153 . 013 

1 0- 1 5 

1 77 . 663 

183 .756 

194  .433 

307.44 

3 06 . 8 1 3 

3 08 . 993 

15-3  0 

317. 075 

331 . 093 

339 .7  07 

354.593 

368 .636 

374 .876 

3 0+ 

345.473 

364 .601 

3 1""  o .51 6 

385.434 

318. 638 

338 .973 

OF 

DISPDSRBLE  INC 

□ME 

0-3 

0.795917 

0.70487 

U .66631 

0.88335 

8 0.794 

55  O'.  7463 

3-5 

1 .56  079 

1 .3175 

1 .35936 

1 .39573 

1.40735 

1 .43571 

5—6 

1 .65915 

1 .44803 

1 .46  033 

1 .50064 

1 .53369 

1 .53177 

6-7 

1 .67337 

1 .44404 

1 .49731 

1 .54149 

1 .57956 

1 . 57368 

7-8 

1 .68438 

1 .46833 

1 .53676 

1 .57174 

1 .61494 

1 .61439 

0 

1 

CO 

1 .69735 

1 .49535 

1 .55843 

1 . 6 0696 

1 .6533 

1 . 693 1 6 

10-15 

1 .4313 

1 .46305 

1 .55539 

1 .65953 

1 .6545 

1 .67194 

15-3  0 

1 .34043 

1 .33053 

1 .36975 

1 .45483 

1 .53501 

1 .57073 

3 0+ 

0 .657458 

0 .755  0 05 

0 . 83  05 1 

3 U . o o 7 

936  0.8 

5011  0.95 

TDTRL 

TRX  PRID=  43 

1 2'  O O 

X L-  • 
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CREDIT  OPTION  3 


ce.etn'r 

c.'ta'Jt: 

V\c>  TAnL  'feoels^g  QBVjOO  ^'^^CCsC:? 

svT:.e 

V 2^  3 A S <Lr¥ 

oeJErE>^-r 

*a- \e  B-Sk  a3  as. 

Sf^cES  -pfW 
afTHE 

Ce9  «0®/ o 

co&.feJev3T  6ifc(^<»G  cucrrH\KV5» 

TDTRL 

TRX 

PR  ID  BY  FRMILY  SIZE  INCOME  CLRSS 

1 

o 

4 

5 

6 

0-3 

0.363353 

1 . 04379E 

-3  0.435055  0.14 

9393  0 

. 459  U3 1 U . 6.677 45 

3-5 

55.3575 

45 .696  9 

47 . 1 933 

44.3374 

47.5519 

43.353 

5-t6 

33 .1711 

75  • i.i  6 7 6 

75.4473 

73.4157 

77.9353 

77 . 369 1 

6-7 

107. 336 

9 0 .5563 

94 . 0 079 

93  .656 

97 .9343 

97 .4436 

■7  — 0 

1 '-• 

136.351 

1 03.36 

113.635 

111.915 

113. 034 

117. 963 

S-1  0 

153.635 

134.4  03 

140.31 

1 4 iJ  . 6 1 6 

147.519 

151 .659 

1 0- 1 5 

133.347 

137.356 

199.703 

309.434 

31 1 .339 

313 .703 

15-3  0 

335 .174 

34  0 . 001 

349 . 033 

3 6 U .765 

373 .633 

335.45 

30+ 

356 .147 

376.513 

391 .333 

394  .4  03 

333.14 

344.41 1 

DF 

DISPD 

ISRBLE  INC 

□ME 

0-3 

1 .971 07E- 

3 6.79714E-4  0. 

037945  3 . 

53933E- 

3 3.75  cl  9 3 E — 3 

0 . 03 

33  03 

1 OC?0(o 

3-5 

1 .41336 

1 . 14363 

1 .17953 

1 . 1 0763 

1 . 1 36 

1 .3  0566 

5-6 

1 . 6 03 1 1 

1 . 36437 

1 .37177 

1 .33433 

1 .41633 

1 .4153 

6-7 

1 .64973 

1 .39313 

1 .44637 

1 .43543 

1 .50663 

1 .49913 

7-3 

1 .63467 

1 .44347 

1 .5  0346 

1 .4933 

1 .57365 

1 .57391 

3- 1 0 

1 .73167 

1 .49346 

1 • 5 J iz!  1** 

1 .56663 

1 .64451 

1 . 63334 

10-15 

1 • 4 5 '?  Z 

1 .49335 

1 .59766 

1 .67543 

1 .6906  o 

1 .7  0963 

15-30 

1 .33671 

1 .37144 

1 .433  07 

1 .49009 

1 .59333 

1 .63115 

30+ 

0.636045 

0 .733991 

0 . LI  6 3 7 

01  U . 3 6 4 3 

7 0.93 

065 1 1.001 59 

TDTRL 

TRX 

P R I D = 43 

19  09  . 

CREDIT  OPTION  4 


CC.ETDlT' 

■peoc^Q.e^<;  jYvry  uP  to^vcs^ooo 

C^fMv^Vv.y 

\ 2-  3 4 5 C-h 

CeiTDrr  •LdtAtEYAA 

I ^ S-o  loo  \oT 

— 

CoeeC\5T  4-  FCOli,  Cwcn>MO&^ 

cmAee.^  \-ns' tr^c,  > 

TDTRL 

TRX  PR  in  BY 

1 

FRMILY  SI 
3 

ZE  ^ INCOME  CLRSS 
3 4 

5 

0-3 

-0.515557 

0 .3755  0 

7 0.53346 

3 — 0 . 68 

0695  -0.796 

347 

-0.94334 

3-5 

55 .7733 

53.7  053 

56 .1177 

51 .9033 

50.531 

57  . 

5 05 

5-6 

33 . 1749 

90 .1334 

33 .493 

39.3813 

39.7594 

94  . 

1997 

6-7 

1 0 0 . 669 

1 05.346 

1 03 . 33 1 

113. 039 

114.697 

117 

.375 

7-S 

117.573 

133.195 

138.357 

134.314 

14  0 .667 

141 

.546 

3-10 

140.313 

143.04 

1 53 . 035 

166 . 073 

173.316 

177 

.3  06 

1 0-15 

171  .341 

3 0 0 . 93 1 

3 1 3 . 65 1 

337.504 

347.1 09 

345 

.637 

15-30 

199.35 

346 .6 8 1 

356.337 

3 r"  9 . f " 8 3 

396 . 1 36 

3 0 1 

.615 

3 0+ 

V DF 

337.873  363.831 

niSPDSRELE  INCOME 

331 .631 

399.553 

343 . 559 

349 

.676 

0-3 
-5 .36 

-3.34935E 

S57E-3 

—3  0.017941  O.06765E— 3 — 

3 . 9 1 8 3 6 E — 3 

-0 . 

047364 

3-5 

1.43  Ll  9 6 

1 .46791 

1 .40357 

1 .39311 

1 .36  0 05 

1 .43683 

5-6 

1 .51337 

1 .63963 

1 .60394 

1 . 6843 

1 .63199 

1 .7 

1373 

6-7 

1 .54375 

1.61917 

1 .66509 

1 .73391 

1 .76457 

1 .3 

0434 

7-3 

1 .56763 

1 .63937 

1.7131 

1 .79753 

1 .37556 

1 .3 

3733 

3- 1 0 

1 .53165 

1 .65049 

1 . 7 6 iJ  6 4 

1 .35  033 

1 .98733 

1 .9 

7373 

1 0-  1 5 

1 . i'  LI  7 Z’ 

1 .6  0735 

1 .74931 

1 .90003 

1 .97637 

1 .9655 

15-3  0 

1 .13914 

1 .40933 

1 .46793 

1 . 59368 

1 .69331 

1 .7 

3353 

3 0+ 

TDTRL 

0.61 033 

TRX  PRiri=  4 

0.753731 

594  03  . 

0 .3393  01 

0.379 

573  0.9597 

55 

1 .0169 

A' 


